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I The 1982 act seeks to encourage innovation
and small business participation in federal

Sresearch. Among other requirements, agen-
cies spending more than $100 million annu-

!* ally for external research must award por-
tions of their external research dollars to
small businesses.

This first of several anticipated GAO reports
in response to the act's reporting mandate
focuses on implementation actions taken
between 1982-84. Most of the agencies with
direct involvement have made substantial
efforts, the Office of Science and Technol-
ogy Policy, however, has purposely limited
its program monitoring and reporting activi-
ties. GAO recommends changes so that
funding data and other information needed
to properly determine agencies' compliance
with the act is obtained. DTIC
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COMPTROLLER GENERAL OF THE UNITED STATES

WASHINGTON D.C. U0fDt

B-209790
Ib.

To the President of the Senate and the
Speaker of the House of Representatives

This is our first report on the Small Business Innovation
Development Act of 1982, which seeks to encourage innovation by
requiring federal agencies to award portions of their external
research budgets to small businesses. The act requires GAO to
report to the Congress on the nature of research conducted under
the act and agencies' efforts to implement the program. The
report responds to that requirement and it assesses agencies'
fundamental implementation activities during the first 2 years
that the act has been in effect.

We are sending copies of the report to the Director, Office
of Management and Budget, the heads of agencies subject to the
act, and other interested parties. We will also make copies
available to others upon request.

Charles A. Bowsher
Comptroller General
of the United States
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EXECUTIVE SUMARY

Federal agencies spend about $40 billion annually
on research. The Small Business Innovation
Development Act of 1982 seeks to encourage
innovation primarily by requiring federal
agencies to award portions of their research
funds to small businesses through special Small
Business Innovation Research (SBIR) procurement
programs.

The law directs GAO to report to the Congress by
1987 on agency implementation efforts and the
nature of research conducted. This first of
several anticipated reports responding to that
mandate addresses implementation of the act's
fundamental requirements: the extent to which

--agencies established, funded, and provided
accurate information on those activities
required by the law and

--the Small Business Administration (SBA) and the
Office of Science and Technology Policy (OSTP)
carried out program coordination, monitoring,
and congressional reporting duties.

BACKGROUND The act requires each federal agency that spends
more than $100 million annually on research
performed by outside parties (extramural
research) to establish an SBIR program open only
to small businesses. Agencies must spend
specified percentages (from 0.1 percent to 1.25
percent) of such extramural funds on these
programs. To ensure that agencies do not shift
funds from already established small business
research efforts to their SBIR programs, each
agency (including those with SBIR programs) with
total annual research funding exceeding $20
million must establish annual non-SBIR research
funding goals for small businesses. Each
agency's non-SBIR goal must equal or exceed the
percentage of its research funds awarded to small
businesses during the preceding year.

SBA and OSTP share responsibility for monitoring
and reporting annually to the Congress on
agencies' SBIR programs. Accordingly, agencies
must report data annually to SBA and OSTP. While
not specified in the act, the legislative history
indicates the Congress' desire that OSTP ensure

Page i GAO/RCED-86-13 Small Business Research



EXECUTIVE SUMMARY

the quality of SBIR research and that SBA protect
the interests of small businesses.

RESULTS IN Agencies have, for the most part, established,
BRIEF funded, and reported data on SBIR programs and

non-SBIR goals. However, most agencies have not
reported the actual research obligation figures
needed to judge compliance with the act and would
have difficulty doing so within current reporting
deadlines.

SBA has actively pursued and fulfilled its
assigned responsibilities. OSTP, however, has
purposely limited its program monitoring and
reporting activities for various reasons,
including to avoid duplicating SBA's activities.

PRINCIPAL Through fiscal year 1984, 11 of 12 agencies
FINDINGS meeting the extramural funding criterion

established SBIR programs. Together the 11
SBIR Programs agencies had issued 26 SBIR solicitations,

received over 17,000 proposed projects, and made
almost 2,100 SBIR awards totaling $156 million.
(See pp. 3-4, 7-9, and app. I.)

The act requires that compliance with SBIR
funding percentages be determined using actual
extramural obligations (binding spending
commitments). Most agencies, however, have
reported extramural figures to SBA reflecting
appropriations (obligation authority) or
estimated obligations because such figures were
more readily available. Most agencies said that
they could not report the proper figures to SBA
by the end of December (the annual due date
required by SBA) because doing so would require
extra work for budget personnel who are already
busy at this time of year finalizing agencies'
budget submissions to the Office of Management
and Budget (OMB). However, most agencies said
that they could report actual extramural
obligations by early March--the normal date for
reporting these and other research funding data
to the National Science Foundation (NSF). (See
pp. 11-20.)

Page ii GAO/RCED-86-13 Small Business Research
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EXECUTIVE SUMMARY

On the basis of actual extramural obligations
that agencies later reported to NSF, GAO
determined that most agencies either met or came
very close to their required SBIR percentages in
fiscal years 1983 and 1984. (See pp. 20-21.)

Non-SBIR Goals Most of the 18 agencies recuired to have non-SBIR
goals collected and reported fiscal year 1983 and
fiscal year 1984 goals data to SBA. However,
in both fiscal years most agencies did not
provide SBA with all the data needed to properly
determine goal attainment. While the auality of
data improved in fiscal year 1984, the amount of
total research dollars (the legislatively
reauired basis for computing goals) that agencies
reported to SBA differed from that reported in
the President's budget. Agencies cited that they
do not normally finalize figures in the budget
until after SBA's December reporting deadline as
one reason for the inconsistency. (See pp.
32-37.)

The Department of Housing and Urban Development
met the criterion requiring non-SBIR goals in
fiscal year 1983 but not in fiscal year 1984.
As a result, the Department did not submit a
1984 annual report to SBA, and neither the act
nor its legislative history is clear as to
whether the Department must continue to set goals
because the act does not specify whether agencies
must meet the criterion each year or only once.
(See pp. 41-42.)

SBA and OSTP SBA actions under the act through fiscal year
Responsibilities 1984 have included issuing policy guidance to

participating agencies, publicizing the program
to small businesses, coordinating the release
of agencies' solicitations, and monitoring and
reporting to the Congress on the agencies'
efforts. OSTP has monitored agency
implementation and reported to Congress as
required by the act. However, OSTP has not
assessed the quality of research as envisioned by
the reports of the House and Senate Small
Business Committees. (See pp. 49-58.)

Page iii GAO/RCED-86-13 Small Business Research



EXECUTIVE SUMMARY

RECOMMENDATIONS GAO recommends that:

--When the act is up for reauthorization, the
Congress resolve the ambiguity about whether
the $20 million research budget threshold for
settinq goals is a one-time or annual criterion
by clearly making it an annual criterion.

--SBA alter deadlines so that agencies can more
easily report the actual research obligation
data needed to determine attainment of SBIR
percentages and non-SBIR goals.

--Agencies with SBIR programs report actual
extramural research obligations to SBA.

--Agencies that have reported inconsistent
non-SBIP goal data to SBA and OMB reconcile the
data and, to establish a correct base for
future year goals, revise where necessary total
research obligation dollars reported to SBA and
the Congress.

--OSTP include the quality of research in its
monitoring efforts.

GAO also recommends actions to, among other
things, resolve uncertainty as to the specific
activities that should be counted as extramural
research. GAO's complete recommendations appear
on pages 30, 44-45, and 59.

AGENCY COMMENTS Most of the 21 agencies involved in implementing
the act agreed with GAO's findings and
recommendations. SBA generally concurred with
GAO's administrative recommendations to it, but
OSTP did not agree that it should monitor the
quality of research. GAO continues to believe
that the Congress intended OSTP to perform such
an oversight role. (See p. 59.) Several other
agencies also took issue with certain of GAO's
proposed recommendations. Agencies' comments and
GAO's responses appear on pages 31, 45-48, 59,
and in appendices IV - XXIV.
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CHAPTER 1

INTRODUCTION

The small business sector's role in innovation and the
nation's economic growth has been a subject of congressional
interest in recent years. The Small Business Innovation
Development Act of 1982 (Public Law 97-219) was one highly visible
result of that attention.

Based on the premise that the small business sector is a
principal source of technological innovation, the act seeks to
increase small business participation in federal research and
development (R&D), primarily by requiring major federal research
ac-ncies to establish special small business innovation research
(SBIR) procurement programs and by mandating that they devote
specified proportions of their external research dollars to such
programs. While the Small Business Administration (SBA) has
prescribed a number of specific criteria to define "small
business," in general, such businesses are for-profit firms with
500 or fewer employees.

The SBIR programs prescribed by the 1982 act were modeled
after a program of the same name that the National Science
Foundation (NSF) established in 1977 in response to a
congressional requirement that it spend 10 percent of its applied
research budget on high-quality research performed by small
comoanies. (In 1977, this amount equated to about 1 percent of
NSF's total budget.) In fiscal year 1982, the Department of
Defense (DOD) voluntarily established a similar program, the
Defense Small Business Advanced Technology (DESAT) program.

The merits of the 1982 act were debated extensively in the
Congress. The debate covered a number of issues, concentrating
heavily on mandatory funding. Proponents, claiming that federal
R&D procurement systems favored large firms and universities,
argued that funding guarantees were needed to ensure that the
small business sector received an appropriate share of the federal
R&D dollar--a share commensurate with its innovation
capabilities. Opponents questioned whether other means of
increasing small business participation might be more
appropriate. Predicting that existing funds for basic research
would be most vulnerable, opponents expressed particular concern
that mandatory SBIR funding would put additional pressure on what
they viewed as already strained basic research budgets.

MAJOR PROVISIONS OF THE ACT

The act's stated purposes are to

--stimulate technological innovation,

--use small business to meet federal research and
development needs,
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--foster and encourage minority and disadvantaged persons to
participate in technological innovation, and

--increase private-sector commercialization of innovations
derived from federal research and development.

Among other things, the act requires that each federal agency
having an annual extramural (external) R&D budget exceeding $100
million spend specified percentages (up to 1.25 percent) of such
budget via a special SBIR program.1  The act mandates a three-
phase approach for these programs: an initial phase to
demonstrate the feasibility of a proposed project; a second phase
to carry out the most promising phase I projects; and a third
phase to pursue commercial application of resulting technologies
through nonfederal funds or, if appropriate, through traditional
(non-SBIR) federal agency procurement programs.

SBIR projects must be performed under funding agreements
(either contract, grant, or cooperative agreement) between a
small firm and a federal agency. The Small Business
Administration advises agencies to normally limit phase I funding
agreements to 6 months and $50,000 and phase II agreements to 2
years and $500,000.

Agencies must conduct SBIR programs in accordance with policy
direction issued by SBA in consultation with the Office of Science
and Technology Policy (OSTP), the Office of Management and Budget
(OMB), and the Office of Federal Procurement Policy. Among other
statutory criteria, the direction is to provide for simple and
timely SBIR programs that minimize the regulatory burden on

*participating small firms. The act also assigns participating
agencies numerous unilateral responsibilities, such as determining
SBIR research topics, soliciting and evaluating project proposals,

- selecting awardees, and administering funding agreements.
(Agencies' compliance with the statutory and regulatory SBIR
program requirements is discussed in ch. 2; the extent to which

* SBA's policy direction complies with statutory requirements is
included in ch. 4.)

In addition to special SBIR programs, the act requires any
federal agency with a total annual R&D budget (rather than the
extramural R&D budget criterion for SBIR programs) exceeding $20
million to establish specific, annual goals for non-SBIR R&D
funding agreements with small businesses. The act requires that
these non-SBIR goals be equal to or greater than the percentage of

lAs explained in chapter 2, the act excludes intelligence
agencies, certain Department of Energy nuclear defense programs,
and some Agency for International Development support of foreign
research. As also discussed in chapter 2, the precise definition
of and basis for calculating extramural R&D budgets have been the
subject of considerable confusion among participating agencies
and the root of certain disagreements, not all of which have been
resolved.

2
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. the agency's R&D budget expended under funding agreements with
small businesses in the immediately preceding fiscal year. (Ch. 3
discusses agencies' compliance with this requirement.)

The act assiqns certain program coordination and/or oversight
functions to SBA and OSTP beyond their previously discussed policy

*" duties. SBA and OSTP are charged with similar responsibilities
for surveying and monitoring the implementation or operation of
participating agencies' SBIR programs and for reporting the
results at least annually to the House and Senate Committees on
Small Business. (Ch. 4 discusses the extent of the agencies'
compliance with these and other program-coordination
requirements.)

Finally, the act requires that the Comptroller General of the
United States report to the Congress within 5 years of enactment
(by July 22, 1987) on the implementation of the act and on the
nature of research conducted under it. Unless the Congress acts
to reauthorize it, the Small Business Innovation Development Act
of 1982 is automatically repealed effective October 1, 1988.

SCOPE OF ACTIVITIES
UNDER THE ACT

A total of 12 federal agencies conducted SBIR programs,
requiring that specified percentages of R&D funds be allocated to
small businesses during fiscal year 1985, the third year during
which the act's mandatory SBIR program provisions applied. These
agencies were:

1. The Department of Agriculture (USDA)

2. The Department of Commerce (DOC)

3. The Department of Defense (DOD)

4. The Department of Education (ED)

5. The Department of Energy (DOE)

6. The Department of Health and Human Services (HHS)

7. The Department of the Interior (DOI)

8. The Department of Transportation (DOT)

9. The Environmental Protection Agency (EPA)

10. The National Aeronautics and Space Administration (NASA)

11. The National Science Foundation (NSF)

12. The Nuclear Regulatory Commission (NRC)

3
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II

With the exception of Commerce, these agencies also conducted SBIR
programs in fiscal years 1983 and 1984. According to SBA, a total
of 18 agencies met the criterion requiring non-SBIR goal-setting
during fiscal years 1983 and 1984 (the latest years for which data
are available). These consisted of the above 12 agencies with
SBIR programs plus the Department of Justice (DOJ), the Department
of Housing and Urban Development (HUD), the Agency for
International Development (..TD), the Smithsonian Institution (SI),
the Tennessee Valley Authority (TVA), and the Veterans
Administration (VA).

During fiscal years 1983 and 1984 (the most recent for which
complete data are available), agencies with SBIR programs issued
26 SBIR solicitations and received about 17,000 total proposals.
The agencies awarded a total of 2,097 SBIR funding agreements
during the period--1,685 phase I awards and 412 phase II awards.

SBIR awards for the two years totaled about $156 million--
about $44.5 million in fiscal year 1983 and about $111.5 million
fiscal year 1984. (SBA estimates that SBIR awards will grow to
about $500 million annually by the time the current act expires at
the end of fiscal year 1988.) SBIR awards, however, accounted for
about 6 percent of the approximately $2.5 billion in R&D funds
that agencies subject to the act awarded to small businesses
during fiscal years 1983 and 1984. Overall, about 3 percent of

* the agencies' total R&D funds went to small businesses during the
2-year period.

The diversity of SBIR programs is illustrated by the number
* and wide range of topics covered. Agencies solicited SBIR

proposals under more than 600 separate research topics during

fiscal year 1983 and more than 1,600 topics in fiscal year 1984,
which SBA classified into the following 7 technology areas:

--Computer, Information Processing, Analysis

--Electronics

--Life Sciences

--Materials

--Mechanical Performance of Vehicles, Weapons, Facilities

--Energy Conversion and Use

--Environment and Natural Resources

4



OBJECTIVES, SCOPE, AND METHODOLOGY

The Small Business Innovation Development Act, as noted
previously, requires that GAO report to the Congress on the act's
implementation within 5 years of enactment--i.e., by July 22,
1987. Our report is also to address the nature of research that
has been conducted under the act and is to include the judgments
of the heads of participating departments and agencies as to the
effect of the act on research programs. This is the first of
several reports that we expect to issue in response to this
requirement.

Because of the breadth of the act and our reporting mandate,
we decided to divide our work into several segments, each
addressing an important program aspect or issue. When assembled
together, we expect these components to provide a comprehensive
assessment of the act's implementation. We plan to issue reports
on each of these segments as they are completed and to draw these
together into a final overall summary report that fully addresses
our legislatively prescribed reporting criteria.

This first report covers fundamental implementation efforts
during fiscal years 1983 and 1984--the first 2 years during which
the act has been in effect. Our objectives in this report are to
assess

--the extent to which agencies have established SBIR
programs, complied with the act's funding requirements, and
followed SBA's related policy directives and procedures
(sep ch. 2);

--the extent to which agencies have complied with legislative
and SBA policy requirements for establishing and reporting
information on non-SBIR, small business funding goals (see
ch. 3); and

--the extent to which SBA and OSTP have implemented their
program coordination, oversight, and reporting functions
(see ch. 4).

While we obtained data on agencies' SBIR awards, we did not
review the agencies' procedures for making the awards. We expect
to cover this aspect of program implementation as well as other
required reporting topics in subsequent reviews.

In this review we included all federal agencies that SBA
identified as meeting the legislative criterion requiring SBIR
programs and/or non-SBIR goals in either fiscal year 1983 or
fiscal year 1984 (the previously identified 18 agencies). While
we reviewed SBA's procedures for identifying these agencies, we
did not independently verify the accuracy of the data that SBA
used. We also included in this assignment all other agencies and
organizations to which the act assigns responsibilities or

5o
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duties--SBA, OSTP, OMB, and the Office of Federal Procurement
Policy. In all, we obtained information from or contacted 22
federal agencies/offices involved in implementing the act.

We obtained information on these agencies' implementation
* efforts through interviews with cognizant agency officials and

review of pertinent documents, including the agencies' required
annual program reports, agency legal decisions, and relevant
agency correspondence. We conducted interviews (either in person
or by telephone) with each research agency official(s) designated
to administer its SBIR program and/or non-SBIR goal activities.
Where necessary we also contacted appropriate budget officials in
the research agencies. We also interviewed officials in charge of
administering SBA's and OSTP's responsibilities under the act.

We did not independently verify the accuracy of information
that agencies provided to us, but we otherwise conducted our work
in accordance with generally accepted government auditing

*-standards. We did, however, compare certain budgetary data that
the agencies reported to SBA to similar data reported in other
federal sources; where obvious differences existed, we asked the
agencies to explain and reconcile them. We performed our audit
work from April 1984 to March 1985, almost exclusively at the
agencies' headquarters offices, located in Washington, D.C., and
vicinity.

6
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CHAPTER 2

SMALL BUSINESS INNOVATION RESEARCH PROGRAMS

With one exception, 2 each agency that SBA identified as
having an extramural R&D budget exceeding $100 million in fiscal
year 1983 and/or fiscal year 1984 established an SBIR program, as
required by the act. With minor technical exceptions, all
participating agencies carried out their prescribed SBIR program
responsibilities in accordance with the act and SBA's program
guidance. In most cases, however, the agencies reported to SBA
extramural budget figures that were based on either appropriations
or estimated obligations rather than on actual obligations--which
we believe are required to determine compliance with the act's
SBIR funding provisions. The best data available to us were
actual fiscal years 1983 and 1984 extramural obligations that the
agencies reported to NSF (or in a few cases to SBA). On the basis
of those data, we found that 4 of the 11 participating agencies in
fiscal year 1983 and 8 of 11 agencies in fiscal year 1984 met or
exceeded their legislatively required SBIR funding percentages.
Nearly all the remaining agencies, however, were within 6
one-hundredths of the required percentages.

The extramural budget figures that the Departments of Defense
and Transportation reported to SBA are the subject of continuing
disagreement between the agencies and SBA. In both instances,
SBA's estimates of the agencies' extramural budgets (and the
resulting amounts that the agencies must expend on SBIR awards to
comply with the act) have far exceeded the agencies' estimates.
For DOD, the disagreement involves about $2 billion and centers
on whether DOD's fiscal year 1984 extramural R&D budget should
include a certain category of funds under DOD's Research,
Development, Testing and Evaluation appropriations. The SBA-DOT
disagreement involves more t.ia $100 million and resulted
primarily because DOT reported extramural research amounts to NSF
in both fiscal year 1983 and fiscal year 1984 that it excluded
from extramural research figures reported to SBA for purposes of
the SBIR program act.

2 The Department of Commerce did not establish an SBIR program in
fiscal year 1984 because it initially estimated that its
extramural research budget would not exceed $100 million.
Commerce, however, established a program in fiscal year 1985 and
plans to make up SBIR awards that it should have made during
fiscal year 1984. (See app. I.)
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AGENCY SBIR PROGRAMS GENERALLY
FOLLOW ACT'S REQUIREMENTS

The act requires that each federal agency3 with an
extramural budget for research in excess of $100 million for
fiscal year 1982 or any fiscal year thereafter spend specified
percentages of its budget in fiscal year 1983 (or in such
subsequent tiscal year that the agency has such a budget) with
small businesses through an SBIR program.4 The act defines
"extramural budget" as the sum of the total research obligations
minus amounts obligated for such activities by employees of the
agency in or through government-owned, government-operated
facilities.

Before and during each fiscal year, SBA--as part of its
oversight role--identifies agencies whose annual estimated
extramural research obligations exceed the $100 million minimum,
based on an annual NSF survey of the expenditure of federal
research funds. SBA uses the NSF survey because it is the only
source that identifies both agencies' extramural and total
research obligations. Agencies also report their actual total
(but do not identify extramural) research obligations for the
fiscal year to OMB for inclusion in the President's budget.
Agencies are to use the same definition of research in preparing
both the NSF and OMB reports. According to NSF, total research
obligations reported in its survey should reconcile w7th those

* reported to OMB. The definitions of extramural and research that
* agencies use in preparing annual survey data are consistent with

the definitions of extramural budget and research contained in the
SBIR program act.

SBA identified the following agencies as meeting the
*" criterion requiring establishment of an SBIR program in fiscal

years 1983 and 1984.

--Department of Agriculture

--Department of Defense

--Department of Education

--Department of Energy

--Department of Health and Human Services

--Department of the Interior

3 For the purposes of the act, the term "federal agency" does not
include any agency within the "intelligence community."

" 4The act authorizes the Department of Energy to exclude amounts
appropriated for atomic energy defense programs and the Agency
for International Development to exclude certain specified

*i foreign research funds.

8



--Department of Transportation

--Environmental Protection Agency

--National Aeronautics and Space Administration

--National Science Foundation

--Nuclear Regulatory Commission

--Department of Commerce (fiscal year 1984 only)

Legislative requirements for
SBIR participating agencies

Under the act each agency that is required to establish an
SBIR program shall among other things (1) issue SBIR solicitations
that detail categories of projects to be addressed by the small
businesses in SBIR proposals, (2) receive and evaluate SBIR
proposals, (3) select awardees, and (4) report annually on its
SBIR program to SBA and the Office of Science and Technology
Policy (OSTP).

The act further requires that agencies make SBIR awards in a
uniform, three-phase process. Phase I awards are for determining
the scientific and technical merit and feasibility of ideas
submitted pursuant to an SBIR solicitation (generally limited to
6-month performance periods and $50,000). Phase II awards are
made only for phase I projects that the agencies judge to be
deserving and are for further developing the proposed ideas to
meet particular program needs. These awards are generally limited
to 2-year performance periods and $500,000. Both phase I and II
awards are funded with SBIR program monies. In phase III, firms
pursue commercial applications of the research (conducted under
phases I and II) from other funding sources--either nonfederal
sources or, if appropriate, production contracts with a federal
agency.

Appendix I summarizes the extent of actions taken by agencies
during fiscal years 1983 and 1984 in response to their primary
responsibilities.

SBA policy directives for SBIR

The act requires that each participating federal agency
conduct its SBIR program in accordance with certain specified
requirements and implementing policy directives issued by SBA.
Major requirements in SBA's implementing policy directives5 are
that each SBIR agency (1) provide SBA with certain specified

5SBA issued an initial policy directive in November 1982 and
published revised versions in August 1983 and September 1984.

9
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information to be included in SBA's quarterly pre-solicitation
announcements, (2) issue solicitations in accordance with
schedules coordinated with SBA, (3) issue "simplified,
standardized" solicitations in accordance with prescribed
guidance, and (4) submit "simplified, standardized and timely"
annual reports to SBA.

6

Pre-solicitation announcement information,

solicitation timing and contents

In order to inform small businesses of forthcoming agency
SBIR solicitations, SBA publishes pre-solicitation announcements
in September, December, March, and June of each fiscal year.
These announcements contain information on those agency SBIR
solicitations that are scheduled for release during the following
3-month period. SBA's policy directive requires agencies to
submit the following information to SBA to be included in the
announcement: (1) a list of research topics that the
solicitation will cover, (2) an agency address and/or the
telephone number from which interested parties can obtain the SBIR
solicitation or additional information, (3) the release date for
the solicitation, (4) the date that proposals are due, and (5) the
estimated number and average dollar amount of phase I awards that
the agency expects to make under the solicitation.

We found that, with minor exceptions, the 11 participating
agencies provided SBA with required pre-solicitation announcement
information in both fiscal years 1983 and 1984. DOD, the one
exception, did not provide information on the estimated number and
dollar value of phase I SBIR awards in either year. According to
DOD's SBIR program representative, DOD chooses not to estimate the
number and dollar value of phase I awards because they may vary
from the actual awards. (This is because DOD's phase I awards are
dependent upon factors such as the number of phase II SBIR awards
and continued funding of phase II awards under its previous DESAT
program.) Another exception involved HHS, which did not provide
pre-solicitation announcement information on one of its four
fiscal year 1984 SBIR solicitations.

Most agencies' solicitations were released on time, following
a master release schedule of dates contained in each SBA
pre-solicitation announcement.

SBA's policy directive also requires that agencies prepare
* SBIR program solicitations in a simplified, standardized, easily

read, easily understood format. To guide solicitation
preparation, the directive specifies certain required information
under the following required sections:

6The policy directive also requires agencies to establish a
simplified, standardized funding process; we plan to address this
aspect of agencies' SBIR programs in a future report.

10
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b.1

1. Program Description

2. Definitions

3. Proposal Preparation Instructions and Requirements

4. Method of Selection and Evaluation Criteria

5. Considerations

6. Submission of Proposals

7. Scientific and Technical Information Sources

8. Research Topics

Appendix II summarizes the agencies' adherence to SBA's
information requirements. Each agency met a majority of SBA's
overall solicitation information requirements in both fiscal year
1983 and fiscal year 1984.

Agency reports to SBA

In accordance with the act, SBA's policy directive requires
that agencies participating in the SBIR program submit annual
reports to SBA covering program activities for the fiscal year.
The reports are due to S3A within 90 days of the close of the

*i fiscal year (i.e., by late December). In order to collect uniform
*information, SBA provides the agencies with a recommended

reporting form. Appendix III summarizes the information that SBA
requested agencies to report on their fiscal year 1983 and fiscal
year 1984 SBIR programs. With very minor technical exceptions,
all agencies complied with the reporting requirements.

AGENCIES' BUDGET DEFINITION
CLOUDS DETERMINATION OF COMPLIANCE
WITH FUNDING REQUIREMENTS

The act requires federal agencies having annual extramural
(external) research budgets exceeding $100 million to spend
specified percentages of such budgets with small businesses
through SBIR programs. On the basis of the act's definition of
"extramural budget," we believe that compliance with this
provision must be judged in terms of actual obligations--i.e., the
amount that an agency actually obligates (binds itself to spend)
through its SBIR program, expressed as a percentage of its actual
extramural research obligations.

Most participating agencies thus far have interpreted budget
to mean either appropriations (new obligational authority) or
estimated obligations and have used these as bases for reporting
their extramural R&D "budgets" and required SBIR funding amounts
to SBA. In many cases the extramural budget amounts that agencies

11t
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reported to SBA for purposes of the act were lower than the actual
extramural obligation amounts that they reported several months
later to NSF.

On the basis of the best data available at the time of our
audit work--actual fiscal years 1983 and 1984 extramural
obligations reported to NSF (or in a few cases to SBA)--we
determined that 4 of the 11 participating agencies in fiscal year
1983 and 8 participating agencies in fiscal year 1984 met or
exceeded their legislatively required SBIR funding percentages.
Most remaining agencies, however, were within 6 one-hundredths of

their required percentages.

Legislative requirements for
SBIR program funding

The percentages that the act requires agencies to spend on
SBIR programs are as follows:

Table 2.1:
Percentages of Extramural R&D Budget

Required for SBIR

Agencies having Agencies having
extramural extramural

budgets in excess budgets in excess
of $100 million of $10 billiona

-------------- (percent)------------

Fiscal year 1983 - or first year
having such budget 0.2 0.1

- second year
having such budget 0.6 0.3

- third year
having such budget 1.0 0.5

- fourth year
having such budget 1.25 1.0

- fifth year
having such budget 1.25 1.25

aDOD is the only agency in this category thus far.

The act defines research (or R&D) as

. .. any activity which is (A) a systematic,
intensive study directed toward greater knowledge
or understanding of the subject studied; (B) a
systematic study directed specifically toward
applying new knowledge to meet a recognized need;
or (C) a systematic application of knowledge toward
the production of useful materials, devices, and
systems or methods, including design, development,

12
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and improvement of prototypes and new processes to
meet specific requirements."

This definition is essentially the same as that used by OMB in
conjunction with the preparation of the President's budget and by
NSF in conjunction with the preparation of the document entitled
Federal Funds for Research and Development. 7 The act defines
extramural budget as ". . . the sum of the total obligations
minus amounts obligated for such activities by employees of the
agency in or through Government-owned, Government-operated
facilities.

Based upon the act's definitions of "extramural budget" and
"research," we interpret the act to mean that the specified
percentage of an agency's SBIR awards made during a fiscal year
must equal or exceed the specified percentage of the agency's
actual extramural obligations for that fiscal year. By defining
"extramural budget" as total obligations minus in-house
obligations, we believe that the act clearly indicates that the
SBIR requirements are to be based on actual obligations. In this
context the phrase "expending" the required portion of the
"extramural budget" means obligating the appropriate percentage of
the extramural budget.

The act does not define the term "obligations"; however,
GAO's A Glossary of Terms Used in the Federal Budget Process
(March 1981) defines obligations incurred as "orders placed,
contracts awarded, services received, and similar transactions
during a given year that will require payment during the same or a 7,
future period." Hence, for purposes of the SBIR program,
obligations would be the total dollar value of funding agreements
awarded during the fiscal year.

Our definition of obligations is consistent with that used
by OMB in conjunction with the President's budget and that used by
NSF in its Federal Funds for Research and Development.
Accordingly, we believe actual obligations to be the intended
basis for computing agencies' extramural budgets and SBIR
expenditures. Of course, the total amount of actual obligations
incurred are not known until the end of the fiscal year.

Agencies' bases for reported extramural
budget and SBIR amounts

Each SBIR agency's annual report to SBA must include the
agency's determination of its extramural research budget for the
reported fiscal year and the agency's total phase I and phase II
dollars awarded for the reported fiscal year. As noted

7 1n this document NSF publishes the results of its "Annual Survey
of Federal Funds for R&D." The purpose of the survey is to
measure federal support of and participation in national
scientific activities.

13
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previously, both extramural budget and SBIR award figures should
be based on the actual obligations incurred in the fiscal year.

The following table summarizes the fiscal year 1983 and
fiscal year 1984 extramural research budget figures that agencies
with SBIR programs reported to SBA and the agencies' bases for
those figures according to agency officials. Note that almost all
agencies used a basis other than actual obligations to compute
their extramural budgets.

Table 2.2:

Bases of Extramural Budget Figures

Appropriations/ EstTated Actual
Extramural budget budget authorIty obligations obligations

reported by agency for reported to NSF at end of

Agency FY83 FY84 FY83 FY84 FY83 FY84 FY83 FY84

--- (000)-

USDA $ 277,688 S 270,200 X X
D00 16,011,000 15,848,000 X X

DOE 2,517,300 2,613,300 X X
ED 116,000 111,800 X X

HHS 3,318,342 3,760,162 X X

DO1 103,000 114,890 X X

DOT 97,600 300,000 X X

EPA 118,500 142,700 X X

NASA 2,472,600 2,209,800 X X
NSF 926,700 1,088,350 X X

NRC 190,800 173,000 X X

Total 6 5 3 3 2 3

As the preceding table indicates, about one-half of the 11
SBIR agencies based their extramural budget figures reported to
SBA on appropriations. Appropriations represent new obligational
authority and thus are upper limits on amounts that agencies may
legally obligate (beyond amounts that may be obligated from any
carryover balances) during the period of time specified in the
respective appropriations acts. About half of the other agencies
reported estimated obligations to SBA. These agencies reported
estimated figures that they had reported previously to NSF for its
annual survey of federal funds for R&D. In several instances the
estimates were made between 13 and 18 months before the end of the
fiscal year for which they were reported. Only NSF, HHS, and USDA
based their fiscal year 1983 and/or fiscal year 1984 extramural
budget figures reported to SBA on actual obligations for the
fiscal year, as intended by the act.

14
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The following tables compare the agencies' fiscal years 1983
and 1984 extramural budget figures reported to SBA (which were
based on appropriations, estimated obligations, or actual
obligations) with the agencies' actual fiscal years 1983 and 1984
extramural obligations as later reported to NSF in the annual
survey of federal funds.8

8The NSF survey shows actual obligations for the preceding fiscal
year and estimated obligations for the current and forthcoming
fiscal years. Actual fiscal year 1984 obligations were reported
in the fiscal year 1985 survey. Although NSF normally requests
that agencies respond to the annual survey by early March, NSF
postponed the fiscal year 1985 response date until mid-April
because printing problems made it late sending the survey to the
agencies.
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As the tables show, 7 of the 11 agencies in fiscal year 1983
and 4 of the 11 agencies in fiscal year 1984 reported extramural
budgets to SBA that were lower than the agencies' actual
extramural obligations (as reported to NSF). Consequently, the
amounts which these agencies reported to SBA as SBIR funding
minimums (SBIR allocation amounts) are lower than they would have
been if based on actual extramural obligations. Although USDA,
HHS, and NSF said that their fiscal year 1983 and/or fiscal year
1984 extramural budgets reported to SBA represent actual
extramural obligations, the figures differ from the actual
extramural obligation figures reported to NSF. The reason for
this difference most likely is that the agencies reported actual
extramural obligations to NSF 3 to 8 months after they reported
them to SBA; the NSF figures may therefore reflect subsequent
modifications or adjustments.

Agencies' reasons for not
using actual obligations

The agencies that reported extramural budgets based on
appropriations or estimated obligations for the most part
determined these amounts in the beginning of the fiscal year for
planning purposes. All but one of the agencies that reported
extramural budgets based on appropriations did so because they
believed that appropriations would not vary significantly from
actual obligations or would be higher than actual obligations.
The remaining agency used appropriations because its general
counsel interpreted the intent of the act as requiring the
extramural budget to be based on the obligational authority
detailed in the fiscal year's appropriation act.

Agencies may also have reported extramural research budgets
based on appropriations because SBA's reporting form did not
define "Extramural R&D Budget" and the August 1983 and September
1984 versions of SBA's policy directive called for current fiscal
year ". . .extramural research and research and development total
budget authority" (appropriations). This instruction is
inconsistent with the act which requires that extramural
obligations be used to determine agency compliance with the SBIR
funding provision. It is also inconsistent with SBA's method of
judging compliance with the act on the basis of actual extramural
obligations the agencies report in the NSF annual survey of
federal funds.

Most of the agencies that reported extramural budgets to SBA
based on estimated obligations did so because they wanted their
reported extramural budgets to be consistent with SBA's
determination of their extramural budgets. SBA estimates the
agencies' extramural budgets for the fiscal year at the time that
agencies submit annual reports to SBA, based on the estimated
extramural obligation figures agencies reported in the most recent
NSF annual survey of federal funds.
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We found that the fiscal years 1983 and 1984 agency
extramural budgets based on appropriations or estimated
obligations were sometimes higher and sometimes lower than the
agencies' actual fiscal year 1983 extramural obligations reported
to NSF. For instance, the DOD, NASA, and NRC fiscal year 1983
extramural budgets reported to SBA (which were based on
appropriations) exceeded the agencies' actual extramural
obligations reported to NSF by $6.9 million to $1,078 million.
ED's fiscal year 1983 extramural budget reported to SBA (based on
estimated extramural obligations reported to NSF) exceeded ED's
actual extramural obligations reported to NSF by $15.8 million.
On the other hand, the DOE, DOT, and EPA fiscal year 1983
extramural budgets reported to SBA (based on appropriations) were
lower than the agencies' actual extramural obligations reported to
NSF by $29 million to $174.5 million. The DOI and USDA fiscal
year 1983 extramural budgets reported to SBA (based on estimated
extramural obligations reported to NSF) were, respectively, $5.4
million and $10.8 million lower than their actual extramural
obligations reported to NSF.

Actual obligations for a fiscal year can exceed the
appropriated amount for the same fiscal year for certain
appropriations--those having multiple-year and no-year authority.
Such appropriations permit the amounts specified in the
appropriation to remain available for obligation for a certain
period of time in excess of one fiscal year. Therefore,
obligations incurred in one fiscal year may be funded from both
the current fiscal year's and previous fiscal year's
appropriations.

As discussed previously, we believe that compliance with the
act's SBIR funding provisions must be judged by whether agencies
actually obligated the statutory percentage of their actual
extramural R&D obligations for the fiscal year. We recognize that
at the beginning of the fiscal year, agencies need to estimate
their extramural budgets and required SBIR funding levels for
planning purposes. Agencies can base their initial estimates on
any figures that they believe are most appropriate--appropriations
or estimated obligations. However, the agencies should recognize
that these estimates will most likely differ from the actual
extramural obligations for the fiscal year.

Most agencies informed us that it would be difficult if not
impossible to report actual extramural research obligations in
their annual reports to SBA, which are due at the end of December.
Two agencies (Interior and NASA) said that they would need an
entirely new accounting system to be able to report actual
extramural obligations by that time. Several SBIR agencies
emphasized that December is the busiest time of the year for their
budget offices because they are in the process of preparing budget
submissions to OMB. In conjunction with their budget submissions,
the agencies prepare OMB exhibit 44, which details actual total
(but not extramural) research obligations for the completed-fi-cal
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year. According to an OMB budget examiner, agencies often do not
make final their research obligation figures until mid- or late
January. Most agencies believed that it would take a significant
amount of additional effort to identify the extramural portion of
their actual total research obligations. However, nearly all the
agencies believed that they could report actual extramural
obligations to SBA by the first of March.

We believe that agencies could report actual extramural
obligation data to SBA with little or no additional effort if SBA
moved the due date for agencies extramural obligation data from
the end of December to March 1. The reporting would coincide with
the usual due date for agencies' data for the NSF annual survey of
federal funds, in which they already report actual extramural
research obligations for the most recently completed fiscal year.

It should be noted that delaying submission of this
particular data element need not appreciably delay 'BA's annual
SBIR program report to the Congress. Agencies could continue
reporting other SBIR program information used in the annual report
by the end of December. (In ch. 3 we also recommend that SBA
delay the due date for agencies' reporting of the relatively small
amount of data required on non-SBIR research funding goals for
small businesses. Such a delay would help agencies to report
consistent funding figures to SBA and OMB.) SBA would thus have
as much time as ever to prepare the majority of the report--a
process that SBA now completes in late February.

Agencies' compliance with SBIR
funding provisions

Using the best data available (actual extramural research
obligations reported to either SBA or NSF), we determined that 4
of 11 participating agencies in fiscal year 1983 and 8 of 11
agencies in fiscal year 1984 met or exceeded their mandatory SBIR
funding percentages. Table 2.5 shows each agency's SBIR funding
compliance and the narrow margin (less than .06 percent) by which
most agencies fell short of the required percentages.
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DOD SHOULD DETERMINE AND
CONSISTENTLY APPLY A SINGLE BASIS
FOR CALCULATING R&D DOLLARS

A disagreement between SBA and DOD over the amount of DOD's
fiscal year 1984 extramural R&D budget surfaced a fundamental
difference of opinion as to the proper basis for calculating that

amount. SBA, using figures that DOD had reported in NSF's annual
survey of federal R&D funding, estimated DOD's extramural budget
to be about $17.9 billion, while DOD contended that the proper
figure was actually about $2 billion less. The primary reason for
the difference was that DOD excluded the operational systems
development category of funds in its research appropriations when
calculating extramural R&D dollars reported to SBA. DOD excluded
the category because it believed that the category did not conform
to the statutory definition of R&D. SBA maintained that the
disputed funds should be included in DOD's extramural budget
because DOD had classified its operational systems funds as
research funds when reporting under NSF's annual survey and the
President's budget prepared by OMB, both of which use the same
definition of R&D as does the SBIR program act.

SBA estimates that the difference in extramural budget
figures will increase from the $2 billion in fiscal year 1984 to
more than $7 billion in fiscal year 1985. More importantly, these
differences translate into respective differences of $10.8 million
and $35.6 million in the amounts that DOD must spend under its
SBIR programs--more than enough to mean the difference between
DOD's compliance and noncompliance with the act's SBIR program
funding provisions.

In 1983 the Comptroller General of the United States decided
that the nature of the activities being funded, rather than labels
applied to appropriations, should be the basis used to determine
the amount of agencies' extramural R&D budgets for purposes of the
SBIR program act. DOD, in commenting on a draft of this report,
said that it had carefully applied this principle in reevaluating
its position and had reaffirmed that the subject activities do not
fall within the act's definition of R&D. We believe, however,
that DOD's plans to continue classifying the activities as R&D
when reporting funding information for other purposes raises
serious doubt regarding the adequacy of its reevaluation efforts.

Disagreement over DOD's
extramural R&D budget

DOD obtains R&D funds under appropriations entitled
"Research, Development, Testing and Evaluation" (RDT&E). The
appropriations are subdivided into 6 categories: Research (6.1),
Exploratory Development (6.2), Advanced Development (6.3),
Engineering Development (6.4), Management and Support (6.5), and
Operational Systems Development (6.6). The disagreement over
DOD's extramural R&D budget centers on Operational Systems
Development (6.6).
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According to DOD's budget manual, the Operational Systems
Development category includes those projects still in full-scale
engineering development but which have either been approved for
production or for which production funds for either the budget
year or subsequent fiscal year have been included in DOD's budget
submission. DOD has taken the position that funds in this
category do not conform to the definition of R&D contained in the
SBIR statute. Accordingly, DOD excludes the extramural portion of
funds in this category from the extramural R&D dollars that it
reports to SBA under provisions of the act.

SBA, on the other hand, maintains that funds in category 6.6
should be counted as part of DOD's extramural R&D dollars. SBA
argues that DOD includes the extramural portion of funds in
category 6.,6 when reporting extramural R&D funding data in the NSF
annual survey of federal R&D. As discussed previously, SBA uses
the NSF survey data to check the reasonableness of funding figures
that agencies report to it under the act. SBA uses the NSF survey
instead of other potential independent data sources because it
identifies extramural (rather than just total) R&D funding.

The Acting Administrator, Office of Innovation and Research
Technology, SBA, also argues that DOD includes category 6.6 funds
when reporting total R&D funding data to OMB in ccnnection with
the President's budget. Noting that the SBIR program act, the NSF
survey, and the budget all use the same definition of R&D, SBA
considers the category 6.6 activities to be R&D and thus maintains
that extramural funds in that category should be counted as part
of DOD's extramural R&D budget.

DOD acknowledges that it uses the above different bases for
computing R&D funding data. In a March 1984 letter to SBA,
however, DOD asserted that its method of computing extramural R&D
figures for SBIR purposes was consistent with a definition agreed
to in 1982 by DOD, SBA, OMB, and the Subcommittee on General
Oversight of the House Committee on Small Business. When we asked
for documentation of this agreement, DOD provided us with an
October 1982 letter to OMB and the House Subcommittee that
explained the fund categories that DOD intended to include in its
extramural R&D budget figures. DOD could not, however, provide us
with documentation showing that the other parties either accepted
or rejected its intended method. SBA told us that it did not make
such an agreement with DOD.

Resolving this disagreement is important because it directly
affects DOD's compliance with the statutory SBIR funding
provisions. As previously explained, the act mandates that
agencies spend specified percentages of extramural R&D funds
through their SBIR programs. For this reason, differences in
extramural R&D amounts translate into different SBIR program
funding requirements. In the DOD situation, the resulting
difference is sufficiently large to make the difference between
compliance and noncompliance with the act.
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The effect of the disagreement on DOD's achievement of SBIR
program funding requirements for fiscal year 1984 is shown in
table 2.6. Note that actual SBIR spending exceeded the required
amount per DOD figures, but fell short of the requirement based on
SBA's figures.

Table 2.6:

Effect of Differing DOD/SBA Extramural Budget
Figures on DOD's Achievement of Required
SBYR Funding Levels in Fiscal Year 1984

Per SBA Per DOD Difference

------------- (millions)-----------

Extramural R&D budget $17,879 $15,848 $2,031
Statutory percentage

for SBIR 0.3% 0.3%
Minimum SBIR funding
requirement 53.6 42.8 10.8

Actual SBIR fundinga 44.6 44.6
Amount over (under)

requirement (9.0) 1.8

aIncludes DESAT awards.

The likely effect of the differing budget figures will be
more pronounced in fiscal year 1985. SBA projects that the gap in
extramural R&D budget figures will widen to $7.12 billion, 9 which
would equate to a $35.6 million difference in required SBIR
funding.

Previous Comptroller General decision

The Comptroller General ruled on a similar situation
involving the computation of NASA's fiscal year 1983 extramural
budget and resulting SBIR funding requirement. The review and
decision resulted from NASA's specific request. The Comptroller
General's March 1983 decision 10 stated that NASA should apply the
SBIR program act's definition of R&D without regard to
appropriation titles in calculating its 1983 SBIR minimum funding
requirement--a principle we believe applies to the current DOD
situation.

9Computed as $35.6 million (the difference between SBA and DOD
estimates of DOD's FY 1985 SBIR funding requirement) divided by
0.5 percent (DOD's statutory percentage for FY 1985).

1062 Comp. Gen. 232 (1983).
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The central question in the NASA case was whether its
required SBIR funding amount should be calculated as a percentage
of total funds appropriated under the title "Research and
Development" or whether it should be calculated instead by
distinguishing between R&D activities and operational activities,
both of which were included under the R&D appropriation. At issue
were a number of programs, most notably the space shuttle program,
which NASA's budget submission and related documents recognized
had concluded their research and development phase and had become
operational. As in the DOD situation, NASA had consistently
classified the activities in question as R&D for purposes of NSF's
annual survey and OMB's Special Analysis K (a summary of federal
research funds in the President's budget). For this reason, SBA
contended that the activities in question should be counted as R&D
for the purpose of calculating NASA's required SBIR funding level.

The Comptroller General maintained, however, that the
Congress clearly appropriated funds for certain NASA operational
activities under the title of R&D and that it would be contrary to
congressional intent for NASA's required SBIR funding level to be
based on amounts not available for R&D. He therefore concluded
that NASA's SBIR funding requirement should be based only on those
programs funded through its R&D appropriation that actually
constitute R&D as defined by the SBIR program act. The
Comptroller also noted that by regularly classifying the entire
appropriation as R&D funding in data reported for NSF's annual
survey and OMB's Special Analysis K, NASA created a misleading
impression of the total amount of funds available for R&D and thus
for application to SBIR programs. In this regard, he endorsed
OMB's suggestion that NASA (in addition to excluding operational
activities from Special Analysis K data, as NASA had already begun
doing in the fiscal year 1984 budget) change the title of its R&D
appropriation to reflect its operational activities.

We did not take the additional time necessary to determine
whether or not the specific DOD activities funded under category
6.6 meet the statutory definition of R&D.

A consistent DOD position
is needed to resolve
the disagreement

In commenting on a draft of this report, DOD said that it had
very carefully examined the act's definitions of research and
extramural budget and had reaffirmed its position that the
activities funded under the 6.6 category are not included. DOD
said that in so doing, it took into account the principle
established in the Comptroller General's decision in the NASA case
in that its conclusion was governed by the nature of the
activities rather than labels attached thereto. Nevertheless, DOD
subsequently told us that it would continue to classify the 6.6
activities as R&D for purposes of NSF's annual survey and the
President's budget.
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In our view, DOD's persistence in classifying these funds
differently for SBIR purposes raises serious doubt regarding the
adequacy of its recent reevaluation efforts and needlessly
prolongs the disagreement with SBA. Given that the law

* establishing the SBIR program, the NSF survey, and OMB use the
same definitions, we fail to see how DOD can logically conclude
that the activities in category 6.6 are not R&D in the case of
SBIR, but that they are R&D for the other purposes. As discussed
previously, it is this inconsistent treatment that causes the
disagreement with SBA. Accordingly, we believe that DOD needs to
make a definitive decision as to whether or not the subject
activities are R&D and demonstrate its resolve by consistently
applying its decision when reporting to NSF and OMB. SBA told us
that this action would resolve its disagreement with DOD.

DOT AND SBA SHOULD RESOLVE
DISAGREEMENT OVER DOT's FISCAL
YEAR 1984 EXTRAMURAL BUDGET

SBA and DOT have disagreed about the correct amount of DOT's
extramural R&D budget for both fiscal years 1983 and 1984. The
agencies' figures differed by almost $175 million ($272.2 million
vs. $97.6 million) in fiscal year 1983 and by almost $123 million
($422.7 million vs. $300 million) in fiscal year 1984.

The 1983 and 1984 discrepancies resulted because (1)
according to DOT, it mistakenly classified certain funds as
extramural R&D in its NSF annual survey when the funds were
actually intramural R&D, (2) DOT excluded those extramural R&D
obligations occurring in fiscal year 1983 and fiscal year 1984
that resulted from prior year appropriations, and (3) DOT used an
inappropriate definition of extramural R&D when computing fiscal
year 1983 figures reported to SBA.

DOT corrected its definition of extramural R&D in fiscal year
1984 and plans to officially revise its reported 1984 extramural
figures to reflect the misclassified extramural funds. SBA
maintains--and we agree--that DOT's fiscal year 1984 extramural
budget reported to SBA should also be adjusted to include the
fiscal year 1984 obligations resultin, from prior year
appropriations because, as discussed previously, the act requires
that extramural R&D budgets be determined on the basis of actual
obligations during the year rather than on amounts appropriated.

Table 2.7 shows the difference between SBA's and DOT's
computation of DOT's fiscal years 1983 and 1984 extramural
budgets. It also highlights the corresponding difference in
apparent compliance with the act's SBIR funding provisions. Under
the act, DOT was required to spend at least 0.2 percent and 0.6
percent of its fiscal year 1983 and fiscal year 1984 extramural
R&D budgets, respectively, via the SBIR program.
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Table 2.7:

DOT's FY 1983 and FY 19a4 Extramural R&D Budgets

FY 1983 FY 1984

As determined As determined As determined As determined

by SBA by DOT Difference by SBA by DOT Difference

I
- --------- (000)- - -------------

Extramural

budget $272,158 $97,600 $174,558 $422,700 $300,000 $122,700

Amount of

SBIF awards 253 253 - 1,677 1,677 -

Percent of extra-

mural budget

awarded via

SBIR program .093 .259 .166 .397 .559 .162

One reason for the difference in fiscal year 1983 figures was
that DOT excludea fiom figures reported to SBA "nondiscretionary"
extramural research obligations--those from funds for which the
Congress designated intended recipients. Following discussions
with SBA, DOT's general counsel subsequently determined that the
SBIR program act did not support such exclusions; DOT revised its
extramural research definition accordingly for fiscal year 1984.

Another reason for the differences was that, when reporting
to SBA for both years, DOT excluded amounts it said were really
intramural obligations erroneously reported as extramural
obligations in the NSF annual survey. According to a DOT budget
analyst, this error occurred when an incorrect historical
percentage figure was used as a shortcut to divide total R&D
obligations into intramural and extramural portions. DOT informed
SBA in November 1984 that it had initiated action to correct this
error in the next (fiscal year 1985) publication of the NSF annual
survey data. (As previously noted, the actual obligations for a
fiscal year are reported in the NSF annual survey which is .isually
submitted in March of the following fiscal year.) SBA
subsequently notified DOT that it will adjust its determination of
DOT's fiscal year 1984 extramural budget accordingly as soon as
the revised figures are officially published.

A third reason for the differences between SBA's and DOT's
extramural budget figures was that DOT, when reporting to SBA,
excluded fiscal year 1983 and fiscal year 1984 extramural
obligations resulting from funds appropriated in prior years.
DOT's general counsel interpreted the term "total obligations," as
used in the act's definition of extramural budget, to mean the
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obligational authority contained in the appropriation act or acts

for the particular year. Under DOT's appropriation acts, however,
research funds are "no-year money," which if not obligated in the

*. year appropriated may be obligated in following years. Based on
the general counsel's definition, DOT thus excluded from its
extramural budget those obligations ($26.3 million) that were
funded from prior-year appropriations.

SBA notified DOT of its disagreement with DOT's
interpretation, stressing its position that the act clearly
requires that the extramural budget be based on the actual
obligations made during the fiscal year rather than on the amount
appropriated for the fiscal year. SBA therefore reaffirmed its
position that DOT's fiscal year 1984 extramural budget should be
increased by $26.3 million.

As discussed earlier, we share SBA's belief that the act
requires agencies to compute their extramural budgets on the basis
of actual obligations. In its August 1985 comments on our draft
report, DOT agreed to begin (with fiscal year 1985) reporting all
extramural research obligations for the year, regardless of when
the funds were appropriated.

CONCLUSIONS

Participating agencies, for the most part, conducted SBIR
programs in accordance with the act and SBA's policy directive
during fiscal years 1983 and 1984. Most agencies either met or
came very close to their required SBIR percentages. Four of 11
participating agencies in fiscal year 1983 and 8 of 11 agencies in
fiscal year 1984 technically awarded the required percentage of
their extramural research budgets through SBIR programs. In
fiscal year 1983, five of the seven noncomplying agencies awarded
between 0.16 and 0.19 percent of their extramural budgets,
compared with a 0.2-percent requirement. The other two
noncomplying agencies awarded 0.093 and 0.003 percent of their
respective extramural budgets, compared with a 0.2-percent
requirement. In fiscal year 1984, two of the three noncomplying
agencies awarded 0.28 and 0.55 percent of their extramural
budgets, compared with a 0.6-percent requirement; the other
noncomplying agency awarded 0.27 percent of its extramural budget,
compared with a 0.3-percent requirement.

Most agencies have not reported funding amounts to SBA based
on actual obligations, which we believe the act requires. We
recognize the difficulty of agencies reporting actual extramural
obligations by SBA's late December due date, but we believe that
agencies could report this particular data if SBA changed its
deadline to the first of March. Agencies already compile and
report to NSF their actual extramural research obligations,
normally due by the first of March. Accordingly, we and most of
the agencies see no difficulty in reporting this data to SBA at
the same time. A later SBA reporting deadline for this one data
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element should not appreciably delay SBA's annual SBIR report to
the Congress, and it would permit the report to more accurately
reflect agencies' compliance with this important provision of the
law.

The issue of whether DOD's extramural budget should include a
certain category of DOD's RDT&E appropriations has been, and
continues to be, the subject of disagreement between DOD and SBA.
SBA maintains that the funds should be classified as research
funds when computing DOD's extramural budget because DOD
classified the funds as such when reporting under NSF's annual
survey and the President's budget and because the NSF survey and
President's budget use the same definition of R&D as contained in
the SBIR program act. DOD, on the other hand, believes that the
category does not conform to the statutory definition of R&D.
Timely resolution of this disagreement is important because SBA
estimates that the resultant difference in extramural budget
figures will increase from $2 billion in fiscal year 1984 to more
than $7 billion in fiscal year 1985--more than enough to mean the
difference between DOD's compliance and noncompliance with the
act's SBIR program funding provisions.

A principle set forth in a 1983 Comptroller General decision
in connection with a similar situation involving NASA's extramural
budget is applicable to the DOD situation. That is, the nature of
tne activities being funded, rather than labels applied to
appropriations, should be the basis used to determine the proper
amount of agencies' extramural R&D budgets for purposes of the
act. While DOD claims to have applied this principle in
reevaluating the issue, we question the adequacy of DOD's effort
on the basis that its result directly contradicts DOD's
classification of the funds for other than SBIR purposes. DOD
labels the activities in the 6.6 appropriation category research
when reporting to NSF and OMB but not when reporting to SBA for
SBIR purposes although all three recipients define research in the
same way. It is difficult to see the logic in DOD's position.
In our opinion, DOD's persistence in maintaining such a position
casts continued doubt on the accuracy of its SBIR funding figures
and needlessly prolongs its dispute with SBA.

DOT has taken steps to correct fiscal year 1984 extramural
obligation figures reported to NSF--an action which will partially
resolve a DOT-SBA disagreement over DOT's fiscal year 1984
extramural budget. Regarding the unresolved aspect of the
disagreement, SBA maintains, and we agree, that the act requires
extramural R&D budgets to be determined on the basis of actual
obligations incurred during the year rather than on amounts
appropriated. Therefore, we believe that DOT should have included
funds obligated from prior-year appropriations in its fiscal year
1984 extramural budget. By doing so, however, DOT would have only
slightly lowered (by .045 percent) the reported percentage of its
extramural budget awarded under its SBIR program.
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RECOMMENDATION TO THE HEADS OF
AGENCIES WITH SBIR PROGRAMS

To permit proper determination of compliance with the funding
provisions of the Small Business Innovation Development Act of
1982, we recommend that the heads of appropriate agencies with
SBIR programs 1 l report actual fiscal year extramural research and
development obligations (not estimates) to SBA.

RECOMMENDATION TO THE
SECRETARY OF DEFENSE

We recommend that the Secretary of Defense determine
definitively which, if any, activities funded under the
Operational Systems Development category of DOD's Research,
Development, Testing and Evaluation appropriations conform to the
common definition used in reporting research and development
funding for purposes of the Small Business Innovation Development
Act of 1982, the National Science Foundation's annual survey of
federal R&D funds, and the special analysis of federal R&D funds
in the President's budget. The Secretary should then instruct the
responsible DOD officials to consistently apply the Secretary's
determination when reporting R&D funding data to the three
recipients.

RECOMMENDATION TO THE
SECRETARY OF TRANSPORTATION

We recommend that the Secretary of Transportation, beginning
in fiscal year 1985, include all research and development
obligations, regardless of the year during which the funds were
appropriated, when reporting annual extramural R&D funding data to
SBA for purposes of the Small Business Innovation Development Act

"- of 1982.

RECOMMENDATIONS TO THE ADMINISTRATOR,
SMALL BUSINESS ADMINISTRATION

We recommend that the Small Business Administrator

--revise SBA's policy directive containing reporting
requirements for SBIR program data to require agencies to
report "extramural R&D obligations" rather than "extramural
R&D budget authority" and

--revise the deadline for agencies' reporting of this data
to March 1 of each year, the deadline for agencies
reporting the same data to the National Science Foundation.

1 This recommendation requires a change to current practices by
DOE, DOI, DOT, DOD, ED, EPA, NASA, and NRC.
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AGENCY COMMENTS AND GAO RESPONSE

The affected agencies generally agreed with our
recommendation for reporting to SBA actual extramural R&D
obligations. SBA concurred with our recommended revisions to its
policy directive and to its deadline for aqencies' reporting of

*. extramural R&D obligations. DOT stated that it had taken action
to implement our recommendation on reporting all extramural R&D
obligations made during each fiscal year.

SBA and DOD, however, did not agree with our proposal to
resolve their disagreement over the composition of DOD's
extramural research budget. We proposed that the agencies reach
agreement as to whether the Operational Systems Development
category (6.6) of DOD's RDT&E appropriation should be included in
computing DOD's extramural research budget and that the agencies
base their decision on the nature of the activities funded, i.e.,
the extent to which the activities conform to the act's definition
of research. We also proposed that the agencies request the
Comptroller General to provide a formal decision should they be
unable to resolve the situation.

In commenting on our proposal, both SBA and DOD believed that
DOD is responsible for determining its own extramural budget.
DOD, howevw-r, added that it had reexamined the 6.6 activities in
light of the act's definitions of "research" and "extramural
budget" and had reaffirmed its conclusion that the activities are
not included.

We question the adequacy of DOD's determination. In
response to our subsequent inquiries, DOD indicated that it

*would continue to classify the 6.6 funds as research when
reporting such funds to NSF's annual survey and to OMB. As
already noted, the SBIR program, the NSF annual survey, and OMB
reporting instructions use the same fundamental definition of
R&D. Accordingly, we do not understand how DOD can classify the
activities differently for purposes of its SBIR program. In our
opinion, DOD should definitively determine whether the 6.6
category is research and consistently apply that determination in
its reporting of research funds to SBA, NSF, and OMB. SBA,
subsequent to its written comments, said that such consistent
reporting by DOD would resolve the controversy. Because
resolution of the disagreement is our objective, we modified our
final recommendation accordingly.
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CHAPTER 3

NON-SBIR GOALS ACTIVITIES HAVE BEEN LIMITED

The Small Business Innovation Development Act requires
agencies having annual research budgets in excess of $20 million
to establish goals for non-SBIR funding agreements with small
businesses and to report data on such goals to the Small Business
Administration. Each agency's goal must at least equal the
percentage of its research budget awarded to small businesses
during the preceding year. We found problems with the
completeness and appropriateness of goal data that agencies
submitted to SBA for fiscal years 1983 and 1984--the first 2 years
that the goal requirement applied. We also found that while most
agencies reported some goal data, they gave minimal effort to
assuring goal achievement.

In three cases, agencies did not establish non-SBIR goals.
AID, ED, and VA met the legislative criteria requiring agencies to
set goals but did not establish goals in either fiscal year 1983
or fiscal year 1984. These agencies either were of the opinion

. that they did not meet the legislative criteria or they
experienced internal confusion as to the office responsible for
establishing the goals. We believe that the three agencies should
report required fiscal year 1983 and fiscal year 1984 goals data
to SBA as soon as possible, but ED cannot do so because of past
limitations in its information system. A legislative amendment is
needed, however, to resolve a question arising from a situation
involving HUD--should an agency that is required to establish a
goal in a given year be required to do so every year thereafter,
even though its R&D funding drops below the prescribed $20 million
minimum?

We noted that while most agencies collected and reported
after-the-fact goal data, few took specific goal-achievement
actions. In many cases, agencies did not set goals early in the
fiscal year and make the goals known to those responsible for
awarding R&D funds. Although we recognize that other factors
influence agency goal achievement and that these steps will not
always ensure success, we believe that such actions are necessary
first steps in agencies' efforts toward goal achievement.

LEGISLATIVE REQUIREMENTS FOR
NON-SBIR GOALS

0J

The Small Business Innovation Development Act, in addition to
establishing the SBIR program, requires agencies to "establish
goals" for research funding agreements to small businesses. Such
agreements can be in the form of contracts, grants, or cooperative
agreements. The law requires any agency with an annual research
budget in excess of $20 million to set goals which must be not
less than the percentage of total research funds that the agency
awarded to small businesses the preceding year. In addition,
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agencies are to report annually to SBA their goal, how much money
they actually awarded to small businesses for research, and the
number and dollar value of awards over $10,000.

One of the act's purposes is to enlarge the role of small
businesses in federally funded research and development. The
Congress included the goals provision because it intended the SBIR
awards to be a net addition to agencies' existing small business
research awards. Thus, we refer to these awards as "non-SBIR
goals." SBIR awards cannot be counted toward meeting an agency's
goal nor can non-SBIR goals awards be counted against required
SBIR funding percentages.

SBA has determined that the following agencies are required
to establish non-SBIR goals:

Agency for International Development.
Department of Agriculture.
Department of Commerce.
Department of Defense.
Department of Energy.
Department of the Interior.
Department of Justice.
Department of Transportation.
Department of Education.
Department of Housing and Urban Development.
Department of Health and Human Services.
Environmental Protection Agency.
National Aeronautics and Space Administration.
Nuclear Regulatory Commission.
National Science Foundation.
Smithsonian Institution.
Tennessee Valley Authority.
Veterans Administration.

According to SBA, in fiscal years 1983 and 1984 these agencies had
research budgets in excess of $20 million, the criteria
established by the act. SBA based its determination on "estimated
obligations," consistent with its procedures for determining
amounts that agencies must spend in their SBIR programs. As with
the SBIR programs, SBA obtained estimated obligation figures from
reports agencies submitted to the National Science Foundation for
its annual survey and report on federal research funds (see ch.
2). For fiscal year 1984, however, SBA also later checked its
initial determinations using actual research obligation figures in
OMB backup data for the President's budget. We reviewed actual
fiscal year 1983 and fiscal year 1984 research obligations
reported to OMB and found that, with the possible exception of HUD
in fiscal year 1984, SBA correctly identified all eligible
agencies. (As detailed later in this c' - -er, HUD's actual
obligations fell below $20 million in fiscal year 1984, raising
questions about its continued eligibility.)
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SBA SHOULD USE REVISED DATA TO
EVALUATE AGENCIES' GOAL ACHIEVEMENT

For fiscal year 1983, SBA requested the following data from
the agencies required to have non-SBIR goals:

--Total research budget for both the current and preceding
fiscal year.

--Total research dollar awards to small businesses for both
the current and preceding fiscal year.

--Awards to minority-and women-owned businesses for both the
preceding and current fiscal year.

--Current fiscal year's small business dollar goal.

--Percent of goal achieved for current fiscal year.

-- Total number and dollar value of funding agreements to
small businesses for current fiscal year categorized by
contracts, grants, and cooperative agreements.

--Total number and dollar value of funding agreements to
other than small businesses for current fiscal year
categorized by contracts, grants, and cooperative
agreements.

The "total research dollar" figure and the "dollars awarded
to small businesses" figure are critical data elements for
determining an agency's non-SBIR goal. An agency's total research
budget is used as the "base" or denominator by which the amount
awarded to small businesses is divided. The resulting percentage
figure is the agency's "goal" in the following year. In some
cases agencies did not provide one or both of these numbers and,
thus, no goal could be established. In other cases agencies
provided figures for all requested data elements, but did not
report their total research dollars. Instead, these agencies
reported only extramural dollars where total research dollars were
called for. An agency's total research budget, as defined by SBA
and supported by the legislation, includes both intramural dollars
(money spent on research to be done in the agency itself) and
extramural dollars (money spent outsi-de the agency for research).
While the base used to calculate the goal does not affect the
actual dollars awarded to small businesses, it does affect the
percentage. Percentage goals based on extramural research
obligations will appear higher than those based on total research
obligations, even when actual small business dollars are the same.

Non-SBIR goals data was
inconsistent for fiscal year 1983

Six agencies provided incomplete data to SBA in their fiscal
year 1983 annual reports while two provided no data at all. The
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agencies that submitted incomplete data were DOC, DOJ, DOT, EPA,
NASA, and SI. Three of the six--DOJ, DOT, and NASA--said that
they could not provide all requested data because SBA's reporting
form arrived late and that they had difficulties retrieving
certain requested tiscal year 1982 data from their information
systems. SBA's reporting form requested previous year's data for
research money spent with small businesses--data which the
agencies' information systems did not track during fiscal year
1982. EPA said that, because of internal confusion, it did not
implement the non-SBIR goal provisions until April 1984. For this
reason, EPA submitted a fiscal year 1983 report with only fiscal
year 1983 data and estimated fiscal year 1984 data. SI, reporting
in April and using its own reporting form, reported fiscal year
1983 data and estimated fiscal year 1984 data. 1 2 DOC did not
provide dollar amounts for awards to small businesses for fiscal
year 1983. ED and AID provided no data at all for reasons which
are discussed later in this chapter.

In all, 10 agencies responded to all required data elements.
However, 6 of the 10 reported extramural dollars rather than total
research dollars. Although the actual amount of money an agency
awards to small businesses does not change for that year, if the
agency calculates its goal on one base rather than another, the
act requires that non-SBIR goals be based on an agency's total
research budget, which includes both intramural and extramural
research dollars.

A possible contributing factor to most agencies not reporting
the required total research dollars is that SBA's reporting form
did not define specifically what information should be included
for certain data elements. For example, item 1 on the SBA goals
report format asked for "Previous Fiscal Year Total R, R&D
Awards," without defining the term "awards." Also, item 3 on the
same report requires the current fiscal year "Total R, R&D
Budget," again without defining "budget." Reporting requirements
for the non-SBIR goals provisions in SBA's August 1983 policy
directive adds more confusion in that it called for an agency's
"current fiscal year total R, R&D budget authority." This is
inconsistent with the act, which requires that total research
obligations be used in calculating non-SBIR goals.

12SI did not report until April because it did not believe the
act applied to SI. In a letter to SBA, SI stated that it was
not a federal agency as defined by the act but also stated that
it was SI's policy to support such programs. In the end, SI
chose to submit a goals report and not pursue its possible
exemption at that time.
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Fiscal year 1984 goals data improved
but still contained problems

Many of fiscal year 1983's data problems were resolved in
fiscal year 1984. Specifically, most agencies reported to SBA and
submitted complete data. Of the 18 goals agencies, 14 reported
information for all the required data elements. Only three
reported no data, while one reported incomplete data. In
addition, SBA revised its reporting forms by adding definitions of
the data element requirements as well as by showing how to
calculate a goal. SBA officials also held a meeting for all
agency non-SBIR goals representatives in order to explain the form
and what data each item on the form required. Despite these
improvements, differences existed in the total research dollar
amounts which agencies reported to SBA for fiscal year 1984 and
those which the agencies reported to OMB for the President's
budget. We found that even though the act requires agencies to
use the same definition of research for their submissions to SBA
as that which OMB requires for agency budget submissions, agencies
reported different amounts to the two agencies.

We requested and received explanations for the differing
amounts from 14 of the 18 goals agencies. 1 3 Four of the 14
agencies explained that they had reported extramural dollars to
SBA by reporting only contract dollars (and excluding items like
interagency agreements, grants, and cooperative agreements).
Agencies said that these items were included in their submissions
to OMB. One agency excluded administrative costs for its in-house
research efforts (salaries, expenses, and travel) when reporting
to SBA but not OMB. Two other agencies said that they reported
estimated figures to SBA while reporting actual figures to OMB.
Two agencies whose submissions to SBA were higher than their
submissions to OMB had included the cost of facilities in their
data to SBA. While OMB collects agency figures for the cost of
facilities, OMB requires agencies to separate the cost of doing
research (total conduct of R&D) from the cost of facilities in
their budget submissions. The act's definition of research and

* development is essentially the same as OMB's definition for "total
conduct of R&D," which does not include the cost of facilities.
The remaining five agencies gave various other reasons for the
differences.

As explained earlier (see ch. 2), the SBIR legislation and
OMB'sjguidance on preparing agency submissions for the President's
budget use the same fundamental definitions for research. We did
not find any compelling reasons in the agencies' explanations for
why they reported on different activities in SBA and OMB reports.

13We did not request explanations from four agencies--AID, VA,
HUD, and ED. AID, VA, and HUD did not report to SBA at all in
fiscal year 1984 for reasons discussed later in this chapter.
ED reported partial information--its total obligations for
research--but this fiqure did not differ from that reported to
OMB.
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We believe, therefore, that all agencies reauired to set non-SBIR
goals should take steps to assure that these reports are
consistent.

A possible contributing factor for inconsistencies in these
budget figures is the timing of the two reports. SBA requires
agencies to submit annual reports by December 30th. Final agency
budget submissions to OMB for the President's budget are due
anywhere from mid-to late January. In our discussions with OMB,
the official responsible for collecting agencies' submissions for
research said that most agencies reconcile figures and submit
revisions to OMB up until the final cut-off date. Most agencies
told us that they could not report the same figures to SBA and OMB
for this reason, but that they could report the same figures to
both agencies if SBA delayed its deadline for reporting non-SBIR
goals data to the end of January. Because agencies are still
finalizing obligation figures until the end of January for OMB, we
believe that, to aid agencies in reporting consistent numbers to
both sources, SBA should move back its deadline for reporting
non-SBIR goals data to the same time.

AGENCIES NEED TO TAKE FURTHER
STEPS TO ACHIEVE GOALS

The act does not prescribe specific non-SBIR goal-setting
actions that agencies should take, nor does it require that SBA do
so. The act neither specifies when goals should be established,
nor does it specifically require that the goals be met. SBA's
policy directive addresses only data-reporting requirements for
non-SBIR goals.

We believe that agencies need to make reasonable efforts to
meet their established goals. The legislative history indicates
that the non-SBIR goals provision was included to assure that the
SBIR awards resulted in a net increase of awards to small
businesses since agencies could not count the SBIR awards towards
their goals. In order to realize this objective, agencies must do
more than establish goals--they must reach them.

It was not practical for us to determine whether agencies
actually met their established goals. Because of the previously
discussed data problems for both fiscal years 1983 and 1984, we
did not consider data reported to SBA to be an appropriate basis
for judging goal achievement. Independently developing reliable
fic'2res would require, in essence, a complete audit of the 18
agencies' research obligations. However, we believe that agencies
should take the following actions because goals, which are
required by the act, are targets for future actions, not only data
reported at the end of the year.

--Determine goals in the beginning of the fiscal year rather
than as an after-the-fact exercise.
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--Inform bureau/office officials who are responsible for
awarding R&D funds of the agency goal early in the year so
that they can plan procurement actions accordingly.

--Collect the information needed to establish goals early to
determine whether the agency has achieved its goal by the
end of the fiscal year, and to enable fulfillment of SBA's
reporting requirements.

While we recognize that taking these steps will not guarantee goal
achievement and that other factors are involved, we believe that
they are preferable to leaving goal achievement essentially to
chance by treating it as an after-the-fact reporting exercise, as
many agencies have done thus far.

Agencies have put a minimum
effort into non-SBIR
goals achievement

While most agencies have collected and reported goals
information to SBA, few have taken our other suggested goal-
achievement actions. (See table 3.1.)
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Number of GAO Goals Criteria Met by Agencies

Fiscal Year 1983 Fiscal Year 1984

Set goals Collects Informs Set goals Collects Informs

in advance information offices in advance information offices

AID-----

DOC X X X X X X

DOD X X X X X X

DOE X X X X X X

DOI X X X X X X

DOJ X X X X X X

DOT -X -- X-

ED --- X

EPA -X -- X

HHS X X X X X X

HUDa X---

NASA -X - X

NRC -X -- X-

NSF X X X X X X

SI X x--x-

TVA -X -- X-

VA -X ---

USDA -X -- X-

aHlUD did not submit a report in fiscal year 1984 claiming exclusion
from the goals provision because its research budget fell below $20
million.
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Nine agencies in fiscal year 1983 and eight agencies in
fiscal year 1984 met only one of our three suggested
criteria--they collected information about their goals. By
comparison, seven agencies in fiscal years 1983 and 1984 met all
three of our criteria by also determining their goals early and
informing bureaus about those goals. (These agencies also
submitted annual reports to SBA.) For fiscal year 1983, two
agencies--AID and ED--neither collected information nor submitted
a report on their non-SBIR goals. In fiscal year 1984, three
agencies--AID, HUD, and VA--did neither of these activities.

The responsible officials in AID, ED, VA, and HUD said that
they did not collect or report non-SBIR goals data because either
(1) their agencies did not meet legislative budget criteria
requiring them to establish non-SBIR goals, (2) internal confusion
existed as to which office was responsible for implementing these
activities, or (3) data was lost in the process of preparing a
report to SBA.

VA, ED, AND AID NEED TO
TAKE ACTIONS TO MEET
NON-SBIR GOAL PROVISIONS

Veterans Administration

Although VA's total research obligations for fiscal year 1983
and fiscal year 1984 were well above the $20 million statutory
minimum ($163.9 million and $190.3 million respectively), it did
not "establish goals" in fiscal year 198414 Officials in VA's
Office of Small and Disadvantaged Business Utilization said that
although VA's total research budget exceeded $20 million, most of
the agency's research is done in-house. For this reason, the
officials believed that VA should not be subject to the non-SBIR
goals requirements and consequently had not collected data or .4
reported to SBA. SBA sent a letter to VA on February 2, 1985,
notifying officials that VA is required to establish goals and to
report to SBA on them. VA said that it would do so in its August
1985 comments on our draft report.

Department of Education

ED did not set goals in either fiscal year 1983 or fiscal
year 1984 but, according to the new director of its Office of
Smal! and Disadvantaged Business Utilization, the agency will be
doing so in fiscal year 1985. ED did submit a report to SBA for
fiscal year 1984 but was able to report only total research data
due to problems with obtaining other required information from its
information system. It could not retrieve dollar amounts spent

14 VA reported goals data to SBA in fiscal year 1983, but that data
reflected only the dollars of one organizational unit and not
the entire agency.
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with small businesses and thus could not establish a goal. For
fiscal year 1983, ED did nothing to meet non-SBIR goals provisions
because of uncertainty as to which office should be responsible
for doing so. According to the above official, there was
confusion as to whether the responsibility should rest with ED's
Office of Education Research, which is responsible for the
agency's SBIR program, or with the Office of Small and
Disadvantaged Business Utilization, which is responsible for
implementing other small business goals in the agency. ED
officials said that a decision was made later to place the
responsibility for the non-SBIR goals with the Office of Small and
Disadvantaged Business Utilization, but the director of that
office had been on indefinite sick leave and subsequently died.
The new director said that he would implement the goals provisions
for fiscal year 1985 and that modifications are being made to ED's
information system that will permit identification of required
goals data for fiscal year 1985 and subsequent years.

Agency for International Development

AID neither established goals nor reported non-SBIR goals
data for fiscal year 1983 or fiscal year 1984. For fiscal year
1983, AID officials responsible for implementing the goals
provision said that they did not set goals because of some
confusion as to which office was responsible for doing so. In
addition, the officials said that the Office of Program
Information and Analysis had collected the required goals

*information but that it was lost when transmitted to the Office of
Small and Disadvantaged Business Utilization, which was to prepare
the report to SBA in fiscal year 1983. Consequently, AID did not
report to SBA. The AID official currently responsible for
non-SBIR goals said that AID did not set goals in fiscal year 1984
because of remaining confusion as to which office would be
responsible. However, AID said in its July 1985 comments on our
draft report that it had assigned this responsibility to its
Office of Small and Disadvantaged Business Utilization and that it
would be soon submitting to SBA the required goals reports for
fiscal years 1983 and 1984.

LEGISLATIVE GUIDANCE IS NEEDED
FOR AGENCIES WHOSE R&D
FUNDING DROPS BELOW THE
STATUTORY MINIMUM

While the act provides criteria by which to determine whether
*- an agency must establish goals, it does not stipulate whether an

agency that was required to have goals one year should be excused
• -from setting goals in a subsequent year because its research

budget falls below the legislatively prescribed $20 million
minimum. This situation occurred with HUD in fiscal year 1984.
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Although HUD submitted a goals report for fiscal year 1983,
HUD claimed that its research budget did not exceed the $20
million minimum requirement for participating in the goals
program. Officials based their arguments on HUD's budget
authority figures which totaled $18 million for fiscal year 1983.
However, HUD's total fiscal year 1983 obligations for research
were $22.6 million, exceeding the $20 million minimum.

In fiscal year 1984, HUD again maintained that it did not
meet the $20 million threshold. In fiscal year 1984, however,
HUD's total actual research obligations were $17.2 million, well
below the required minimum. An SBA official responsible for
preparing SBA's annual report to the Congress said that since the
law does not provide for this situation and SBA does not have the
authority to exclude agencies, it will simply report that HUD did
not submit an annual report and HUD's reasons why. He said that
because the law is silent on this matter, this is all SBA can do.

We agree that the law does not specifically address this
situation. In our opinion, the language of the law is not
sufficiently clear to determine whether the Congress expected
agencies to set goals each year once they have done so or whether
they can withdraw in any year for which they do not exceed the $20
million criteria. Accordingly, we believe that the act should be
amended to prescribe a clear policy for such situations in the
future.

CONCLUSIONS

While most qualifying agencies collected and reported
required data on goals in both fiscal years 1983 and 1984, in most
instances the reported data for fiscal year 1983 was either
incomplete or inappropriate. Two qualifying agencies--AID and
ED--reported no fiscal year 1983 data at all. As a result,
information needed to either calculate an agency's goal or judge
attainment of the goal was in most instances not available.

Reporting problems in fiscal year 1983 consisted primarily of
agencies not reporting complete data (especially for the preceding
year) and/or agencies reporting only extramural rather than total
research dollars as the act requires. Calculating an agency goal
on an extramural base instead of a total base does not change the

" actual dollar awards to small businesses for a given year, but it
will change the percentage. In comparing agencies' goals, those
established by using an extramural base will appear to be higher
than those established by using a total base for that year, even
though actual dollars may be the same. For example, if an agency
has a total research budget of $100 and awarded $10 to small
businesses, its goal, based on its total budget, is 10 percent (10
t 100). If it chose to base its goal on its extramural budget,
which was $50, its goal would be 20 percent (10 . 50). However
the actual dollars awarded to small businesses--$10--does not
change.
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SBA worked with the agencies to clarify reporting
requirements, and the overall quality of reporting improved in
fiscal year 1984. Although three qualifying agencies (HUD, VA,
and AID) did not report goals data for fiscal year 1984, the
remaining agencies, for the most part, provided all requested data
elements. SBA, however, noted differences between the total
research dollars that many agencies reported and their actual
research obligations as reported in the President's budget.

Since both SBA and OMB require agencies to report actual
obligations using the same fundamental definitions of research, we
do not consider the agencies to have compelling reasons why
amounts reported to the two agencies as total research funds for
the preceding fiscal year should not agree. We believe that
agencies should be able to provide SBA with goal-related data
which adheres to the act's requirements and is consistent with
data reported in the President's budget. Agencies would be better
able to do so, however, if SBA delayed its reporting deadline for
goals data by 1 month (to the end of January). This would more
nearly coincide with the deadline for revising OMB figures and
should, in our opinion, not materially delay SBA's annual report
to the Congress.

The Congress, however, needs to establish a specific policy
regarding a goals-related question which first surfaced in fiscal
year 1984. In this instance, HUD, which aualified as a goals
participant in fiscal year 1983, did not have the $20 million in
research obligations requiring participation in fiscal year 1984.
We believe that the act is not sufficiently clear to determine
whether or not HUD must continue as a goals participant. While
the law establishes criteria for mandatory goals participation, it
does not indicate whether an agency must continue to set goals
each year after meeting the criteria, or whether the participation
criteria should be applied annually. However, because the mission
and budgets of agencies change over time, it seems preferable to
have an annual criterion. Havinq a minimum threshold implies that
the Congress intended that below a certain size, it was not
worthwhile to maintain the goals requirement.

While most agencies collected non-SBIR goals information and
reported it to SBA, they usually did so as an after-the-fact
exercise to fulfill SBA's reporting requirement. Few have taken
steps to help assure that they meet their goals--steps such as
setting goals early in the year and informing procurement offices
of the goal. Although the act explicitly requires agencies to
establish and report data on qoals, the law's intent is clearly
that these goals should be met as well. The legislative history
indicates that SBIR awards are to be a net addition to awards
already being given to small businesses. Obviously goal
achievement rather than just goal setting is essential if the
congressional objective is to be realized.
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Finally, as indicated earlier, SBA reporting forms and policy
directives in fiscal year 1983 were unclear regarding the
definition of "total R, R&D dollars." Many agencies interpreted
this to mean just extramural research dollars and reported such.
Additionally, SBA's August 1983 policy directive required that
agencies report "total R, R&D budget authority," whereas the law
requires obligations. In fiscal year 1984, SBA corrected its
reporting form so that it now clearly defines each data element.
However, SBA still needs to conform its September 1984 policy
directive so that it asks for obligations instead of budget

*"  authority.

RECOMMENDATION TO
THE CONGRESS

When it comes up for reauthorization, the Congress should
amend Section 4 of the Small Business Innovation Development Act
of 1982 to clarify application of the criterion for determining
which agencies must establish non-SBIR goals for research funding
agreements with small businesses. Specifically, the Congress
should resolve the ambiguity by making clear that whether an
agency needs to establish goals should be determined annually by
applying the stated criterion.

RECOMMENDATION TO THE ADMINISTRATORS OF
*THE AGENCY FOR INTERNATIONAL DEVELOPMENT

AND THE VETERANS ADMINISTRATION

We recommend that the AID and VA Administrators submit to SBA
data for fiscal years 1983 and 1984 regarding non-SBIR goals, in
accordance with requirements contained in the Small Business

-. Innovation Development Act of 1982 and SBA's policy directive.

RECOMMENDATIONS TO HEADS OF AGENCIES
REQUIRED TO ESTABLISH NON-SBIR GOALS

We recommend that the heads of applicable agencies subject to
*the non-SBIR goals provisions of the Small Business Innovation

Development Act of 1982:

--Reassess their respective agencies' 15 reports to OMB and
SBA for fiscal years 1983 and 1984, make them consistent,
and instruct the appropriate officials to take steps to
ensure consistency of these reports in the future.

--After reviewing OMB and SBA reports, provide SBA with
revised non-SBIR goals data where necessary.

* 15This recommendation applies to the following agencies: DOC, DOD,
DOE, DOI, DOJ, DOT, EPA, HHS, NASA, NRC, NSF, SI, TVA, and USDA.

44



--Instruct the appropriate officials in their respective
agencies 16 to establish goals early in the fiscal year
and make such goals known to officials responsible for
awarding external R&D funds.

RECOMMENDATIONS TO THE ADMINISTRATOR,
SMALL BUSINESS ADMINISTRATION

We recommend that the Small Business Administrator:

--Recompute agencies' non-SBIR goals using revised data
for fiscal years 1983 or 1984 that agencies provide to SBA
after reviewing previously submitted data for consistency
with data reported to OMB. SBA also should use the
recomputed fiscal year 1983 goals as the baseline data
against which to evaluate goal achievement in subsequent
fiscal years.

--Change the due date for agencies' submission of non-SBIR
goal reports to the end of January to coincide with
agencies' budget submissions to OMB.

--Revise SBA's policy directive containing reporting
requirements for non-SBIR goals to require agencies to
report "total R, R&D dollar obligations" rather than "total
R, R&D budget authority."

AGENCY COMMENTS AND GAO RESPONSE

Most of the affected agencies generally agreed with our
findings and recommendations concerning establishing and reporting
data on non-SBIR goals, and several agencies said that they will
take steps to correct the problems we cited. For example, AID
said that it had clarified responsibility for establishing the
goals as a result of our findings, and both AID and VA said that
they would soon submit to SBA required data for fiscal years 1983
and 1984. A few agencies, however, disagreed with certain of our
recommendations.

Small Business Administration

SBA, while agreeing with our administrative recommendations
to it, questioned the need for our suggestion that the Congress
clarify application of the criterion for determining which
agencies must establish non-SBIR goals. SBA believed that the
magnitude of the problem was not sufficient to warrant an
amendment to the act. SBA said that instead it could resolve the
problem through a revision of its policy directive.

16This recommendation applies to the following agencies: USDA,
AID, DOT, ED, EPA, NASA, NRC, SI, TVA, and VA.
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Although we agree that this is not a serious problem, we do
not believe that SBA has sufficient authority to resolve it
administratively through its policy directive. We believe that
the act authorizes a more limited regulatory role for SBA
regarding non-SBIR goals than that authorized for the SBIR
program. In the case of goals, SBA's regulatory authority is
restricted to reporting requirements and gathering information via
agencies' annual reports. Unlike SBIR programs, the act does not
authorize SBA to establish policy directives for agencies'
handling of the goals program. Thus, in our opinion, the Congress
is the appropriate entity to clarify this provision of the law.

Department of Justice

DOJ disagreed with our recommendation for improving
consistency in the reporting of research funding data to SBA and
OMB. DOJ said that OMB and SBA use definitions for research that
are "incompatible and will never permit consistency in reporting."
DOJ points out that while SBA and OMB use the same basic
definition of R&D, OMB reporting guidance adds a proviso not
included in SBA reporting guidance. The OMB proviso lists several
specific activities that agencies are to exclude from their R&D
figures.

As discussed previously, we believe the SBA and OMB
definitions are compatible. According to the responsible OMB
official, the OMB definition of "research and development,"
including the proviso, is the generally accepted federal
definition of these terms. The proviso simply identifies
activities deemed not to conform to the basic definition. An NSF
official confirmed this, stating that NSF's federal funds survey
uses the same definition as does OMB. He added that SBA consulted
NSF on the definition used in its policy directive. SBA's
definition of R&D is essentially the same as that used by OMB and
NSF except that it does not explicitly list activities not meeting
the definition. Therefore, we believe that activities counted as
research to OMB and NSF should be the same ones counted as
research to SBA.

DOJ agreed with our recommendation that agencies, after
reviewing prior years' research funding data reported to OMB and
SBA, revise, where necessary, data reported to SBA. DOJ said that
it had reviewed the reports and no revisions were necessary. We
believe, however, that DOJ needs to send revised data to SBA. DOJ
stated in its comments that it contracts for routine monitoring
and evaluation of an operational program, that it includes these
contract costs in R&D dollars reported to SBA, but that it
excludes the same costs from R&D dollars reported to OMB. DOJ
said that it excludes the costs when reporting to OMB because the
OMB proviso (discussed above) specifically excludes monitoring and
evaluation of an operational program. Because the proviso
identifies activities deemed not to conform to the basic
definition of R&D, we believe DoJ has reported research dollars
to SBA which should not be classified as such.
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DepartmentOf_ Defense

DOD concurred with our recommendation for consistent
reporting to OMB and SBA and said that its reports to SBA have
been consistent with DOD's method of reporting small business
goals since the beginning of DOD's small business program. It
added that future reporting to SBA will be conducted in the same
manner. However, we believe that DOD's comments do not fully
respond to our recommendation and that DOD needs to take action.

Regardless of DOD's reporting methods for its other small
business goals, Public Law 97-219 requires that an agency
calculate its non-SBIR goals as a percentage of its total research
dollar obligations. DOD is one of the five agencies which our
report notes reported extramural research dollars to SBA rather
than the required total research dollar obligation figure. In
fiscal years 1983 and 1984, DOD reported to OMB total research
dollar obligations of $22.9 billion and $26.4 billion,
respectively; however, DOD reported $13.6 billion and $15.6
billion to SBA for these same years. As stated in DOD's comments
and discussions with us, the figures that it reported to SBA (on
which goals are based) constitute only contract awards made to
U.S. business firms. As such, the figures represent extramural
research dollars, not total research dollars as the law requires.

National Aeronautics and Space Administration

NASA said that compliance with our recommendation that
agencies establish goals early and make them known to responsible
officials would not result in a significant change. NASA noted
that it spends considerable time establishing, monitoring, and
achieving its other socioeconomic goals and thus is meeting the
intent of Public Law 97-219.

The non-SBIR research goals established by Public Law 97-219
are separate and distinct from general small business funding
goals required by other legislation. While the non-SBIR research
goal is a subset of the more general goal, measuring achievement
of either goal does not necessarily measure achievement of the
other. As a result, we believe that the two goals need to be
tracked separately. Given that NASA has already established a
tracking system to monitor the general small business goals, we
believe that NASA (or any agency) could add non-SBIR goals to its
ongoing effort with minimal difficulty. In our opinion, it is
appropriate that agencies do so. Such action would better enable
NASA to plan and adjust its procurement actions so as to meet both
goals.

Other comments

Three agencies--NSF, SI, and VA--said that an agency's
extramural research budget would be a more appropriate base on
which to establish non-SBIR goals than its total research budget,
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*as the act now requires. SI and VA noted that although their
* total research budgets exceeded the $20 million dollar
. requirement, their extramural budgets (money available to go
. outside the agencies for research) have been so small that it is

neither reasonable nor viable to set a percentage goal for small
businesses. SI pointed out that its fiscal year 1983 extramural
budget amounted to $43,000 or 7/100 of 1 percent of its total
research dollar obligations. VA stated that while its fiscal year
1984 research budget exceeded $190 million, extramural
expenditures totaled only $3.2 million. NSF said that basing
goals on extramural dollars would be more helpful to agencies
especially in regard to monitoring. While these arguments appear
to have merit, the time allotted for this review did not permit us
to fully assess all the potential advantages and disadvantages of
basing goals on extramural dollars rather than total research
dollars.

48

.- ...- ........ ,..... -. ,.- .-,.,.-... .-.. ..- ,. ..... -...... ' ,,- " ., , .-.-. 2,% , ,



CHAPTER 4

PROGRAM COORDINATION AND MONITORING

The Small Business Innovation Development Act assigns the
Small Business Administration and the Office of Science and
Technology Policy similar responsibilities for surveying,
monitoring, and reporting to the Congress on the operation of
federal agencies' SBIR programs--responsibilities which the two
agencies have approached differently. SBA has actively pursued
these as well as certain other unshared program coordination
responsibilities--preparing policy directives and various
activities designed to maximize opportunities for small
businesses' participation in SBIR programs. OSTP, on the other
hand, has purposely limited its efforts because it believes that
its assigned responsibilities are inappropriate and that further
action could duplicate SBA's efforts.

SBA FULFILLED ITS LEGISLATIVELY
MANDATED RESPONSIBILITIES

SBA fulfilled its legislatively mandated responsibilities
during fiscal years 1983 and 1984--the first 2 years of SBIR
program implementation. SBA's implementing actions included
issuing policy directives to guide participating agencies,
establishing a source file of and information program for
interested small businesses, coordinating release of agency
solicitation announcements, surveying and monitoring agencies,
SBIR and non-SBIR goals activities, and providing the Congress
with annual reports. We determined that SBA's policy directives
addressed the criteria specified in the law and that, with minor
exceptions, agencies used the directives. SBA's efforts to
stimulate small business participation, to coordinate agency
solicitations, and to oversee and report on program implementation
have been extensive.

SBA's policy directives

The act requires SBA to seek comments on and issue policy
directives for the general conduct of SBIR programs within 120
days of the law's enactment. The act specifies that the
directives provide for a minimum of regulatory burden on
participant small firms and that it provide participating agencies
with simple, standard, and timely processes for (1) project
solicitations, (2) proposal review and project selection and
funding, and (3) annual SBIR program reports to SBA and OSTP. SBA
also is to include any exemptions to its project review,
selection, and funding policies that may be necessary to safeguard
national security or intelligence functions.

SBA issued an initial policy directive addressing relevant
provisions of the act within the 120-day statutory deadline,
followed by a revised policy directive approximately 9 months
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later. Although the initial and revised policy directives were
similar, they differed in the level of information agencies were
required to report to SBA annually--a factor which some agencies
said hampered their ability to report all required information in
fiscal year 1983.

SBA published its initial policy directive (No. 65-01) in the
Federal Register on November 24, 1982, approximately 120 days
after the enactment of the legislation. Officials at the Office
of Federal Procuremei.t Policy, the Intergovernmental Affairs
Division of the Office of Management and Budget, and the Office of
Science and Technology Policy told us that SBA consulted with
their agencies prior to issuing the initial directive, as the act
requires. SBA issued a revised policy directive (SOP-65-01.1) to
participating agencies in August 1983. A subsequent revision to
the August directive became effective on September 30, 1984 (SOP
65-01.2). In addition, SBA issued several iterations of
supplemental data reporting formats for agency use in reporting
SBIR program results and for reporting achievement of non-SBIR
goals. SBA issued the first of these reportirg formats in
December 1983--only a few weeks before its first established
reporting deadline.

We found that the November 1982 and August 1983 policy
directives covered all relevant provisions required by the act,
but differed somewhat. The primary differences between directives
were that the August 1983 policy directive required additional
data on SBIR programs, and it added entirely new requirements for
reporting data on achievement of non-SBIR goals. The additional
data required for SBIR programs included the number of
solicitations sent to small businesses, more detailed information
on awardees, and categorization of awardees according to status
(i.e., minority and disadvantaged-owned small businesses and
women-owned small businesses 17 ). The new requirements for
information on achieving non-SBIR goals called for data such as
total research funds going to small businesses and a
disaggregation of such amount under the same status categories as
required for SBIR programs.

While SBIR program managers for the most part found SBA's
directives -o provide adequate guidance, several non-SBIR program
officials criticized the timing of SBA's requirements for

*reporting of fiscal year 1983 goals data. Several of these non-
SBIR officials (as well as SBA's annual reports) noted that in
some cases agencies could not report certain required data (such
as research awards to women-owned small businesses) because they
lacked systems to track such information. At least three agencies
reauired to establish non-SBIR goals informed us that their
reporting problems were due to insufficient time to set up a

* 17 SBA required information in these categories to monitor
attainment of socioeconomic goals of the Small Business Act.

50

... .- ....... ,.'.'*' .*........,..a:,..-. -.. _-- -. l ' & ....



tracking system, resulting in part from late requirements imposed
on them by SBA. i

During fiscal year 1984, SBA and the agencies made some
progress in resolving other problem areas experienced with the
reporting requirements in fiscal year 1983, such as the meaning of
budgetary terms and how SBA intended that the agencies make
certain calculations. In addition, the September 1984 revisions
to SBA's policy directive clarified SBA's source of data for
calculating agencies' extramural budgets.

SBA's source file and
information program

The act requires SBA to develop and maintain a source file
and information program to assure that each qualified and
interested small business concern has the opportunity to
participate in SBIR programs. SBA maintains such a file, a
mailing list that contained approximately 30,000 names as of 1984,
that was developed from high technology sources that SBA
identified through its outreach efforts.

According to SBA's Acting Assistant Administrator for the
Office of Innovation, Research and Technology (OIRT), many firms
ask to be put on the mailing list after learning about SBIR
programs through SBA's information program. A program analyst at
OIRT compiled for us a list of 75 conferences and seminars
(attended or sponsored by SBA) at which SBIR programs were
discussed during fiscal years 1983 and 1984. Other information
program activities during this period included preparing
promotionals for television and radio shows, issuing press
releases, and publishing (1) presolicitation announcements, (2) a
document on phase I awardees, and (3) proposal preparation
guidelines. SBA's fiscal year 1983 annual report to the Congress
states that SBA had disseminated approximately 140,000 copies of
an SBIR program information pamphlet (at conferences and through
SBA's field offices), provided press releases to approximately 350
news outlets, and di3tributed 340,000 presolicitation
announcements. SBA's fiscal year 1984 report stated that it
disseminated approximately 140,000 information pamphlets, issued
3,000 press releases, and distributed over 200,000 presolicitation
announcements during that fiscal year.

SBA also has made an effort to foster and encourage
participation in SBIR programs by minority and disadvantaged
persons in accordance with one of the act's stated purposes.
During fiscal years 1983 and 1984, SBA sponsored or participated
in five seminars designed to increase opportunities for minority
and disadvantaged firms in technological innovation. In addition,
SBA reports that over 10 percent of the source file is comprised
of minority and disadvantaged firms. An OIRT official also told
us that SBA is willing to assist agencies to improve their
outreach programs and that it has specifically worked with DOE and
NASA in this regard.
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Coordination of solicitation
announcements

The act requires SBA to coordinate the release of agency
solicitations and to publish a master release schedule in order
to maximize small businesses' opportunities to respond to agency
solicitations. The act's legislative history indicates that the
Congress did not intend SBA to establish actual schedules, but
only to encourage agencies to stagger the times that their various
solicitations are issued, which makes it easier for small
businesses to submit S9IR proposals to more than one agency.

SBA complied with the law in its November 1982 policy
directive, which established a process by which SBA releases
announcements to provide small business with timely information
about upcoming agency SBIR solicitations. Under procedures
formalized in its August 1983 policy directive, SBA issues
quarterly presolicitation announcements, with scheduled
publication dates of September 20, December 20, March 20, and June
20 of each fiscal year. Each agency must schedule a solicitation
release date with SBA which is at least 10 days after publication
of the SBA presolicitation announcement containing the notice of
the subject solicitation. SBA requires agencies to report their
solicitation schedules by August 1 of each year and to provide
information needed for SBA's presolicitation announcements--a list
of research topics, an address from which interested firms may
obtain solicitations, a contact person and address, opening and
closing dates of each solicitation, and estimated number of awards
to be made.

We found that SBA's coordination of agency release dates
minimized "bunching" and that by fiscal year 1984 SBA was meeting
its stated schedule for publishing a quarterly master release
schedule. (SBA released seven presolicitation ai.nouncements in
fiscal year 1983.) Agencies' release dates were staggered, and we
found no release dates in fiscal year 1984 that were less than 10
days after publication of SBA's presolicitation announcements.

SBA's survey and monitoring
actions have been thorough

SBA has actively pursued its legislatively mandated survey1
and monitoring responsibilities. SBA's activities in this regard
cover, four areas, as delineated in its policy directives:
(1) oversight of SBIR funding allocations, (2) program
solicitation and award status, (3) follow-on funding commitments,
and (4) agency implementing regulations. we found that SBA
pursued agencies' compliance with legislative requirements
regarding expenditure of funds, worked with agencies to conform
their solicitations to SBA's policy directive, and requires that
agencies report data on follow-on funding commitments. The Acting
Assistant Administrator for OIRT told us that his office also
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monitors proposed revisions to federal procurement regulations to
identify possible conflicts with SBA's policy directive and that
it had resolved all potential conflicts identified as of April
1985.

The act requires SBA to independently survey and monitor the
operation of agencies' SBIR programs, but it does not specifically
direct SBA to audit the agencies' SBIR funding figures. We found
that SBA actively pursued its oversight duties, particularly in
the area of monitoring agency SBIR funding in accordance with its
interpretation of the law. In our opinion, SBA's monitoring
efforts have been diligent.

We found that SBA took the initiative to notify agencies of
the need to establish SBIR programs and/or non-SBIR goals based on
its review of agencies' research or R&D budgets. (SBA's
procedures for identifying agencies subject to the act are
discussed in ch. 2.) As discussed earlier in this chapter, SBA
prepared and revised guidelines to agencies for the reporting of
funding data on SBIR programs and non-SBIR goals. It also
attempted to obtain agency non-SBIR goals figures when they were
not reported. We further noted that SBA officials met several
times with agency program managers during fiscal years 1983 and
1984 to clarify SBA's policy directives and reporting formats and
to resolve other issues, such as conflicts with the Freedom of
Information Act.

Another area of SBA's oversight activity has been working
with agencies to conform their SBIR solicitations to the format
prescribed in SBA's policy directive. The Acting Assistant
Administrator for OIRT told us that when his staff detects errors
in an agency's solicitation they notify the agency in writing of
the required revisions. We found that in fiscal year 1984, SBA
contacted 10 agencies with SBIR provisions to point out minor
revisions needed in their solicitations, such as correcting
definitions, adding award amounts, and reorganizing section
headings.

We found that SBA requested various types of data from
agencies in its policy directives and its reporting formats in
order to monitor their SBIR activities. Such data included
solicitation release dates; proposal receipt dates; the number,
amount, and timing of awards; and information on the awardees and
their research topics. The Acting Assistant Administrator for
OIRT told us that in, for example, monitoring award status, SBA is
most concerned with determining whether phase I proposals are
reviewed and awards made within 6 months of the date proposals are
received by the agencies. This schedule was established to
minimize the procuLement process, and thereby provide proposers
with prompt award decisions. In this regard, during fiscal year
1985 OIRT plans to begin performing onsite reviews of agencies'
procedures for selecting awardees in order to determine whether
they are in compliance with SBA's policy directive.
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SBA's August 1983 policy directive states that SBA intends
to monitor the extent to which agencies consider phase III,
nonfederal funding commitments when making phase II awards, as
required by the act. The September 1984 revision to the policy
directive requires agencies to include information on phase II
awardees with follow-on funding commitments in their annual
reports to SBA. However, the Acting Assistant Administrator for
OIRT told us that SBA would not begin to monitor this requirement
until fiscal year 1985 because most agencies did not begin making
phase II awards until fiscal year 1984.

SBA's fourth monitoring activity area is review of federal
regulations to determine consistency with the SBIR act. The
Acting Assistant Administrator for OIRT told us that SBA tracks
proposed revisions to the Federal Acquisition Regulation (which
applies to both civilian and defense agencies) to see if they will
conflict with the SBA policy directive. As of April 1985 SBA had
successfully resolved all potential conflicts that it had
identified. In a related action, SBA recommended in September
1983 that its SBIR pulicy directive be included in the Federal
Aquisition Regulation. The Civilian Agency Aquisition Council
(which oversees changes to the Federal Aquisition Regulation)
concurred with that recommendation in January 1985, but referred
the matter to the Defense Aquisition Regulation Council for review
prior to taking any formal action.

SBA's annual reports to the Congress
have been informative

As the act requires, SBA submitted annual reports, covering
fiscal years 1983 and 1984, to the Senate and House Committees on
Small Business. The reports covered five broad areas: (1) a
description of the act and related agency responsibilities, (2)
SBA's implementation actions, (3) SBA's monitoring efforts related
to SBIR programs, (4) technical aspects of the SBIR programs, and
(5) SBA's general observations. The fiscal year 1984 report,
moreover, added a section which highlighted the diversity of
technology covered by SBIR solicitations and awards.

The report described SBA's source file, presolicitation
announcements, information programs, and other coordinating
duties. The fiscal year 1984 report also highlighted SBA's
efforts to link successful SBIR projects to potential sources of
private commercialization capital through a computerized data base
(Commercialization Matching System). We noted that both reports
also discussed SBA's outreach actions extensively.

Both SBA annual reports summarized funding data obtained from
participating agencies, but the fiscal year 1984 report was more
balanced in that it discussed disagreements between SBA and
certain agencies as to the proper amount of their extramural and
SBIR budgets. Similar disagreements existed in fiscal year 1983,
but SBA did not thoroughly discuss them in its annual report. The
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fiscal year 1983 report also lacked balance in that it did not
mention opinions expressed by at least three agencies that the
lateness of SBA's guidance for reporting goals data hindered their
ability to establish the tracking systems needed to compile
certain required information.

Both SBA annual reports provided information regarding the
technical aspects of SBIP programs. The fiscal year 1983 report
focused on the opinions of selected agency officials (19
evaluation officials in 6 agencies) regarding the quality of SBIR
proposals 18 compared with propozals funded through traditional
federal R&D programs. The majority believed that SBIR proposals
provided more innovative, creative solutions to agency problems
and a clearer path to fulfilling a need in the marketplace. The
fiscal year 1984 report also focused on the results of SBA's
review of all SBIR technical abstracts and its visits to selected
phase I awardees. SBA found that most, but not all, of phase I
awardees were participating as intended by the act.

OSTP'S RESPONSE TO ITS LEGISLATIVELY
MANDATED DUTIES HAS BEEN LIMITED

The act requires the Office of Science and Technology Policy
to independently survey, monitor, and report to the Congress on
all phases of the operation and implementation of SBIR programs.
OSTP complied with the surveying, monitoring and reporting
requirements in the act, but it purposely limited its efforts and
did not assess research quality as envisioned in the reports
issued by the House and Senate Small Business Committees. OSTP
minimized its efforts for two reasons--a desire to avoid
duplication of what OSTP believes are adequate monitoring efforts
by SBA, and a belief that the required duties are inappropriate
and impractical given OSTP's mission and its limited staff
resources.

The act requires the Director of OSTP, in consultation with
the Federal Coordinating Council for Science, Engineering and
Research (FCCSER), (in addition to reviewing SBA's policy
directives) to

18 As discussed in the next section, evaluating the quality of SBIR

research is more closely aligned with the oversight b
responsibilities that the Congress envisioned for OSTP; however,
OSTP has yet to address this topic.
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--independently survey and monitor all phases of the
implementation and operation of participating agencies'
SBIR programs, including the expenditures of funds 19 and

--annually report to the Congress on all phases of
implementation and operation of SBIR programs, including
recommendations as deemed appropriate.

*Both OSTP and SBA share responsibilities for surveying and
monitoring the operation of SBIR programs and for reporting
annually to the Congress.

According to OSTP's Senior Policy Analyst responsible for
overseeing SBIR programs, the Director has not yet discussed
OSTP's SBIR program oversight responsibilities at FCCSER meetings,
which are held occasionally to discuss research issues in the
President's budget. FCCSER, established by OSTP's enabling
legislation2 0 in 1976, is to advise and assist the Director
regarding problems and developments in the fields of science,

* engineering, technology, and related activities that affect more
than one federal agency. OSTP's Director is Chairman of FCCSER,
which is now comprised of federal R&D agency officials designated
by the Chairman.

OSTP's survey, monitoring, and reporting actions during the
* first 2 years of the program have been limited. OSTP's actions

consisted of (1) staff attending several initial meetings of
agency SBIR program managers sponsored by SBA, (2) reviewing the
type of information that agencies planned to include in their

*first annual reports to OSTP in order to determine the
information's sufficiency for OSTP's needs, (3) reviewing
agencies' and SBA's annual reports to ensure that agencies were
complying with the act's mandatory funding provisions, and (4)
occasional talks with agency officials regarding progress in

.soliciting proposals and making awards.

OSTP issued its first annual (fiscal year 1983) report to the
House and Senate Small Business Committees on July 9, 1984. The
one-page letter report stated little support for its conclusions:
that all 11 agencies with programs were making "good faith"
efforts to accomplish the purposes of the act and that SBA was

19Thf act specifies "expenditures of funds according to the
requirements of subsection (f)." The cited subsection
establishes requirements for determining which agencies are
required to establish SBIR programs and for computing the annual
amounts the agencies must spend through these programs.

* 20 Public Law 94-282, the "National Science and Technology Policy,
Organization, and Priorities Act of 1976," established OSTP and
the Federal Coordinating Council for Science, Engineering, and
Technology (FCCSET), which was later referred to as FCCSER in
Public Law 97-219.
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satisfactorily fulfilling its oversight responsibilities. The
report noted that OSTP relied primarily on a review of agencies'
and SBA's annual reports on SBIR program activities to arrive at
its conclusions. However, when questioned about the extent of
this review, the Senior Policy Analyst in charge of writing the
OSTP annual report told us that while he looked over the agencies'
and SBA's annual reports prior to preparing the OSTP letter
report, he did not systematically review the reports nor did he
attempt to compare data that agencies submitted to SBA with data
that SBA reported. The official was not aware of the
disagreements over budget figures between SBA and several agencies
(see ch. 2) until we brought them to his attention. The analyst
plans to prepare a similar annual report for fiscal year 1984,
which probably will be issued in October 1985.

OSTP concluded its fiscal year 1983 annual report with a
recommendation that the Congress continue to assure itself that
awards under agency SBIR programs meet the standards of excellence
employed for regular agency R&D support, but did not indicate how
this should be accomplished. According to the Senior Policy
Analyst, OSTP does not view itself as the proper office to survey
the quality of SBIR research. Rather, he said that OSTP believes
the best way to assure the quality of SBIR awards would be to
eliminate the law's mandatory funding provisions and have all
research proposals (SBIR and non-SBIR) compete equally through a
peer review process. Moreover, he said that OSTP maintains that
the real issue needing attention is not how well SBIR programs are
being implemented, but rather why innovative small firms are
precluded from traditional federal research funding. The OSTP
Director has proposed to the White House Science Council (OSTP's
advisory council) that OSTP study this question. As of September
1985 the Council was awaiting additional information from OSTP
before deciding whether or not to endorse such a study.

The Senior Policy Analyst gave two reasons for OSTP's limited
efforts to oversee and report on SBIR programs in participating
agencies. First, OSTP wants to avoid duplicating SBA, and thereby
minimize the regulatory burden of compliance placed on affected
agencies and participating companies. OSTP views SBIR program
monitoring as SBA's job and believes that SBA is doing that job
satisfactorily.

Second, OSTP does not believe that the assigned SBIR
responsibilities are practical or appropriate for OSTP given its
limited staff resources and its primary role as technical advisory
office to the President. OSTP sees its mission as setting general
policy for federal research and looking at alternative research
mechanisms--not advocating one specific mechanism such as SBIR.
The Senior Analyst noted that SBA and the small business community
have a vested interest in seeing that agencies comply with the
act's funding provisions and that their monitoring should ensure
such compliance without OSTP's efforts.
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Both OSTP and SBA share the same responsibility to survey,
monitor, and report on the operation of SBIR programs. However,
the act's legislative history, as evidenced by the reports of the
authorizing committees, indicates that the Congress expected
OSTP's primary responsibility to be ensuring the quality of
federal research, while SBA was to protect the interests of small
businesses.

We find nothing in OSTP's enabling legislation which would
conflict with its SBIR monitoring duties, particularly overseeing
the quality of research conducted under these programs. OSTP's
enabling legislation gives it broad authority to advise the
President on major scientific and technological policy issues,
including federal programs, policies, and activities affecting
technological innovation. More specifically, the law directs OSTP
to evaluate the scale, quality, and effectiveness of federal
efforts in science and technology and to assist OMB to review and
analyze agencies' proposed R&D budgets.

Testifying on proposed SBIR legislation before the House
Committee on Science and Technology in January 1982, OSTP's
Assistant Director said that his office has specific
responsibility for assuring the quality and balance of federal
science programs and the expertise and coordinating mechanism
necessary to meet SBIR surveying and reporting responsibilities.
He also testified that the Federal Coordinating Council for
Science, Engineering, and Technology21 would be the principal
mechanism through which the OSTP Director would assure the
quality and effectiveness of SBIR programs. In response to formal
questions submitted to him by the Committee, the Assistant
Director noted that a FCCSET committee, 2 2 comprised of
participating agency officials, would be the mechanism to
effectively coordinate OSTP's oversight responsibilities under
SBIR legislation without the commitment of significant OSTP
resources.

CONCLUSIONS

Although SBA and OSTP share similar survey, monitoring, and
annual reporting responsibilities under the SBIR law, they
approached their respective oversight duties differently during
fiscal years 1983 and 1984--the first 2 years of the SBIR program
implementation. SBA actively pursued its survey and monitoring
duties and provided the Congress with informative annual reports.
Although OSTP did survey and monitor agency reports and did report

2 1Later referred to as the Federal Coordinating Council for

Science, Engineering and Research in Public Law 97-219.

2 2According to Public Law 94-282, federal agencies represented on
FCCSET shall detail employees to FCCSET to perform duties
assigned to them by the Chairman, such as conducting studies
and making reports.
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to Congress, it purposely limited its efforts because of a
desire to avoid unnecessary duplication of what it considered as
adequate efforts on the part of SBA and to avoid efforts that it
believes are inappropriate and impractical given its mission and
limited staff resources.

Although the act does not specify how OSTP and SBA are to
fulfill their respective duties, the legislative history indicates
the Congress' desire that OSTP ensure the quality of SBIR research
and development, while SBA is to protect the interests of small
businesses. OSTP has the authority and means to make additional,
nonduplicative efforts to survey and monitor agencies' SBIR
programs if it so desires, particularly the quality of research.
This clearly was the expectation of the authorizing committees.
While we did not seek to dptermine specifically how OSTP could
best ensure the auality of SBIR research, one option would be for
OSTP to serve as general overseer of the individual agencies'
quality assurance efforts. As such, OSTP could set general policy
guidelines and monitor aaencies' adherence to them.

RECOMMENDATION TO THE DIRECTOR,
OFFICE OF SCIENCE AND TECHNOLOGY POLICY

We recommend that OSTP expand its oversight of agencies' SBIR
programs by using the Federal Coordinating Council for Science,
Engineering and Research to monitor the SBIR programs in terms of
research quality.

AGENCY COMMENTS AND GAO RESPONSE

In its comments on a draft of this report, OSTP said that
agencies are responsible for the quality of their own research and
that it would not be appropriate or practical for OSTP to
continuously monitor agency performance in this area. While we
agree that agencies should bear responsibility for the quality of
their own research, the Small Business Committees expected that
OSTP play a role in ensuring that agencies carry out that
responsibility with regard to SBIR research. We believe our
report demonstrates that such a role is appropriate to OSTP's
mission and that OSTP has a practical means to increase its
efforts in this regard by using the Federal Coordinating Council
for Science, Engineering and Research.
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APPENDIX I APPENDIX I

Table l.I:
AGENCY ACTIONS UNDER SBIR PROGRAM REQUIREMENTS

No. of

No. of Total No.a Phase I No. of SBIR awards made Agency submitted

solicitations of topics In proposals FY83 FY84 annual report to

Agency released solicitation(s) received Phase I Phase II Phase I Phase II SBA and OSTP

FY83 FY84 FY83 FY84 FY83 FY84 FY83 FY84

USDA 1 1 6 6 274 328 16 0 16 7 Yes Yes

DOD 1 1 177 566 2,902 3,010 281 0b  %8 151b  Yes Yes

ED 1 1 4 5 84 234 8 0 13 3 Yes Yes

DOE 1 1 25 25 1,734 844 106 0 101 51 Yes Yes

HHS 2 4 324 979 792 921 139 0 226 56 Yes Yes

DOI 1 1 12 14 105 110 6 0 13 2 Yes Yes

DOT 1 1 6 6 372 366 6 0 17 3 Yes Yes

EPA I 1 12 12 214 136 10 0 10 5 Yes Yes

WRC 1 1 4 4 172 110 7 0 6 4 Yes Yes
NASA 1 1 26 15 977 919 Ic 0 10 2d 0 d Yes Yes

NSF 1 1 18 18 1,186 977 5e  41e  10 2 0 530 Yes Yes

DOC f) 0 (f) 0 Mf) 0 Mt) Mf) 0 0 CM) No

aThese figures relate to the major topic areas In agencies' solicitations, not the number of subtopic

areas.

*. bExcludes the awards made under DOD's Defense Small Business Advanced Technology (DESAT) Program which

are credited against DOD's SBIR program funding requirement. (The DESAT program, a forerunner of

SBIR, Is discussed In ch. 1.)

cTotal of 102 awards resulted from NASA's FY 1983 solicitation, but due to timing of contracts,

almost all awards were made In early FY 1984.

" dThese awards resulted from NASA's FY 1983 solicitation. In early FY 1985, NASA made

127 Phase I awards from Its FY 1984 solicitation. NASA also made 58 Phase I awards In FY 1985.

eAll awards made In FY 1983 and FY 1984 resulted from prior years' solicitations from

*" NSF's SBIR program.

* fDOC was not required to establish an SBIR program in FY 1983.

Because DOC's fiscal year 1984 estimated extramural
obligations (as reported to NSF between March and August of 1983)
did not exceed $100 million, SBA did not identify DOC at the
begidning of fiscal year 1984 as meeting the criterion requiring

*establishment of an SBIR program. However, DOC's revised estimate
of its fiscal year 1984 extramural obligations, which it submitted

, to NSF in March 1984, did exceed the $100 million mark.
. Consequently, in April 1984 when SBA reviewed DOC's revised fiscal
* year 1984 estimate, it found that DOC did meet the criterion

requiring establishment of an SBIR program and informed DOC of
"* this fact. DOC informed SBA in June 1984 that it was preparing to

establish an SBIR program. However, DOC did not have enough time
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APPENDIX I APPENDIX I

to issue a solicitation, receive and evaluate proposals, and make
awards before the end of the fiscal year. DOC issued its first
SBIR solicitation on October 15, 1984, 2 weeks after the close of
fiscal year 1984. DOC has informed SBA that it plans to make up
the amount it should have awarded under its fiscal year 1984 SBIR
program during fiscal year 1985.

I6
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APPENDIX II APPENDIX II

Table 11.1:

AGENCIES' ADHERENCE TO INFORMATION REQUIREMENTS

FOR SBIR SOLICITATIONS, FISCAL YEARS 1983 AND 1984

Required Sections In Solicitation

Agency

Issuing Method of Technical
a

solicd- Program Proposal selection Consider Proposal information Research All

tation description Definitions preparation evaluation atlons submission sources topics sections
FY85 FY84 FY83 FY84 FY83 FY84 FY83 FY84 FY83 FY84 FY83 FY84 FY83 FY84 FY83 FY84 FY83 FY84

USDA 1 1 1 1 1 1 1 I 1 1 1 3 1 1 1

DOD 1 1 1 1 1 1 1 1 I I 1 1 1 1 1 1 1 1
DOE 1 1 1 1 1 1 1 I 1 1 1 1 I 1 1 1 1 I

ED 1 1 1 1 1 I 1 1 I 1 1 3 1 1 i 1
DO I 1 1 1 1 I I 1 1 1 1 1 1 1 1
DOT 1 1 1 1 I 1 1 1 1 1 1 1 5 1 1
EPA I I I I I I I I 1 1 3 3 I 1 1 1
NASA 1 1 1 1 1 I I I 1 1 3 s 1
NRC 1 I 1 I 1 1 1 1 1 1 I 1 1 1 1
NSF I I 1 I 1 1 1 1 I 1 1 1 1
HHS

b  
.

-pHs 1 12 c  1 i1 1 1
-Services

Research I 1 1 1 1 3 1 1
-PHSU 1l I I I I 1 3 1 1

-PHS#2 I 1 I I I 1 3 1 1
-HCFA I 1 1 1 1 3 1 I
-OHDS I I I I I

1h As determined by GAO, meets 50% r more ol content requirements ol section
2: As determined by GAO, meets less than 50% of content requirements of section
3: Not applicable

aThis section Is only required when descriptions of research topics or subtopics include reference to

publications.

bHHS has opted to let its component agencies issue separate SBiR solicitations.

cAIthough this solicitation did not contain proposal preparation Instructions, it stated that proposers must

request a Public Health Service grant application kit which contains supplementary instructions for preparing

SSIR grant applications.

I
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APPENDIX III APPENDIX III

INFORMATION REQUIRED BY SBA IN

ANNUAL AGENCY SBIR REPORTS

1. Extramural R&D budget for subject fiscal year.

2. SBIR budget for subject fiscal year (derived by applying
statutory percentage to extramural R&D budget).

3. SBIR dollars awarded (phases I and II).

4. Various statistics on the solicitation(s) released during
the fiscal year.

5. Number of proposals received (phase I).

6. Total number and dollar amount of awards (phases I and

II).

7. Narrative descriptions of phase I and phase II awards.

With very minor technical exceptions, all agencies' fiscal
years 1983 and 1984 annual reports were on time and included the
information regarding SBIR programs requested in SBA's annual
reporting form. As discussed in chapter 2, however, agencies used
different, and sometimes inappropriate, bases for computing their
reported figures on extramural budgets, required SBIR funding
levels, and actual SBIR funding levels. Problems with the
accuracy and appropriateness of data which the agencies reported
in connection with non-SBIR goals are discussed in chapter 3.

i
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APPENDIX IV APPENDIX IV

ADVANCE COMMENTS FROM THE

SMALL BUSINESS ADMINISTRATION

Note: GAO comments
supplementing those
in the report text
appear at the end
of this appendix.

U.S. SMALL BUSINESS ADMINISTRATION
WASHINGTON. D.C. 20416

JUL 30 N5

J. Dexter Peach, Director
Resources Community and Economic
Development Division

U. S. General Accounting Office
414 G Street, N. W.
Washington, D. C, 20548

Dear Mr. Peach:

We have reviewed in detail your proposed report number
GAO/RCED-85-123 and our comments are as follows:

I. General Comments:

Now on p. 4. 1. Page 6, top of page. While $69 million of SBIR funds
addressed the Computer/Information Processing/Analysis
area, in FY 83 and 84 this figure might be
misinterpreted if inaccurately compared to the $156
million in total awards for the first two fiscal years.
The $69 million is an inflated amount resulting from
our convention of counting SBIR awards in as many
technologies as are applicable. The $69 million
results from adding the columns in Exhibit 4.7 of our
Second Annual Report, where the true correct total for
comparison can be calculated as $323 million. We
suggest either dropping the sentence or clarifying its
meaning.

Now on pp. 9, 49, 2. Page 12 footnote 5 - pages 58 and 62. The GAO draft,
in several areas, makes the statement that the SBA

and 62. issued a draft policy directive in November 1982 and a

final version in August 1983. This statement by GAO is
incorrect. The SBA published its Policy Directive in
final form on November 22, 1982. Since that initial
release there have been two separate published
revisions. Prior to the initial publication the SBA
circulated a draft policy directive for agency comment
and after release, although not legally bound to do so,
published the Policy Directive in the Federal Register
for public comment.
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APPENDIX IV APPENDIX IV

ADVANCE COMMENTS FROM THE

SMALL BUSINESS ADMINISTRATION

Now on p. 20. 3. Page 24, second paragraph, second to the last sentence.

The sentence as written may lead the reader to an
incorrect conclusion. As you have stated, the FY 84
Annual Report as of this date is not published. The
reason for this is that the Government Printing Office
has had our documents for printing for over sixteen
weeks and we still do not have a firm printing date.
Our Annual Report was completed in late February. We
do not want to give the incorrect impression that we
have been working on the report during this period.

Now on p. 37. 4. Page 46, second paragraph. The non-SBIR goal is in
fact a basic procurement R&D goal for small business.
All of the involved Federal agencies have been
negotiating and reporting to the SBA prime and
subcontracting majority and minority goals since the
passage of PL 95-507 in 1978. Under PL 97-219 the

See comment 1. Congress merely added a non-negotiable R&D small
business goal. it is unreasonable to suggest that the
SBA should provide agencies with 'criteria* and
*guidance' on how to set and achieve such a goal. It
is unquestionable that the agencies have a wealth of
experience and talent to apply to setting the non-SBIR
goal and the procedures for its attainment.

Now on p. 44. 5. Page 55, first paragraph. The recommendation to
Congress concerning non-SBIR goal procedures is not a
problem of sufficient magnitude to warrant an amendment
to the Small Business Innovation Development Act. It
is the opinion of the SBA that an administrative
expansion of the Policy Directive could fairly resolve
any questions or concerns in this area.

6. Page 60 *SBA's Source file and information program,'
Now on p. 51. second sentence. The SBIR mailing list was not

developed from the Procurement Automated Source System
(PAES). The two systems are separate and distinct.
The SBIR computerized mailing list was developed from
new high technology sources through our outreach
efforts.

Now on p. 52. 7. Page 62, first paragraph, first sentence. During the

first year of the program, and in the initial Policy
Directive, (11/82) The Pre-solicitation Announcement
concept was referred to as the master release schedule.
During FY 83 six announcements were made. In the
revised Policy Directive, August 1983, the master
release schedule name was changed to the
Pre-Solicitation Announcement and the procedure was
formalized. The SBA met its legal obligation on
November 22, 1982.
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APPENDIX IV APPENDIX IV

ADVANCE COMMENTS FROM THE

SMALL BUSINESS ADMINISTRATION

Now on p. 53. 8. Page 64, first paragraph, second to the last sentence.

The referenced six months time frame was established
to minimize the procurement process and thereby gain
an award decision for the proposers in as timely a
fashion as possible. It was not done to give the
opportunity for companies to resubmit to other
agencies.

In fact the Policy Directive allows concerns to submit
the same proposal to different agencies if they inform
the agency of the multiple submittal.

Now on p. 55. 9. Page 66, second paragraph, third sentence. It is not
% accurate to say that, 'The majority believed that SBIR

proposals were of higher quality.' Rather te majority
found: (1) more clarity in projecting a path from the
R&D effort to filling a need in the marketplace, and
(2) more innovative, creative solutions to agency
problems.

Now on pp. 30, II. GAO Recommendations (pages 37-38 and 55-56):

44-45, and 59. The Small Business Administration generally concurs with
the proposed administrative recommendations of the GAO to
the SBA. In the specific case of the DOD recommendation
we do not understand the GAO reasoning and consequently do
not concur. It is and has been our position that the law
set forth the definition and elements of extramural
budgets and the SBA accordingly implemented a reasonable
extramural budget determination approach. Neither the law
nor legislative history suggests or states that the
agencies can self adjust or negotiate their extramural
budgets with the SBA. We accordingly do not concur with
the recommendation because the decision to follow the law
and the policy directive is within the management and
policy prerogative of DOD.

We appreciate the opportunity to comment on the report and if
you need further information, please advise.

Sincerely,

IVL-James C. Sanders
U.- Administrator
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APPENDIX IV APPENDIX IV

ADVANCE COMMENTS FROM THE

SMALL BUSINESS ADMINISTRATION

The following are GAO's comments on the Small Business

Administration's letter dated July 30, 1985.

GAO COMMENTS

1. Our purpose was not to criticize SBA for not providing
agencies with criteria or guidance. Rather, our purpose was to
establish the lack of criteria for evaluating non-SBIR goals
activities and thus explain why we used our own criteria. We
nevertheless clarified this paragraph accordingly.
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APPENDIX V APPENDIX V

ADVANCE COMMENTS FROM THE OFFICE OF

SCIENCE AND TECHNOLOGY POLICY

Note: GAO comments
supplementing those
in the report text
appear at the end EXECUTIVE OFFICE OF THE PRESIDENT
of this appendix. OFFICE OF SCIENCE AND TECHNOLOGY POLICY

WASHNOTO, D.C. 2ND

July 9, 1985

Dear Mr. Peach:

Thank you for providing us with draft copies of the GAO report
on the first two years of implementation of the Small Business
Innovation Development Act. I have two comments:

Now on p. iv. On page (iv) of the Executive Summary, the report recommends
that OSTP increase its oversight efforts by devoting more
attention to the quality of the research. I strongly agree
that the quality of the research funded under the various SBIR

programs is of fundamental importance. However, the agencies
are responsible for the quality of their own research, and
our system of government has many regular procedures for ensuring
adequate performance on government programs. I do not believe
that it is appropriate or practical for OSTP to continuously
monitor agency performance in this one area.

Now on pp. 55 and On page 67, and in more detail on page 70, the Report cites an

57. OSTP concern that an active oversight role with respect to the
SBIR program might be perceived as biased (p.67 line 4) or
result in a conflict of interest (p.70 line 17). The language
in both places could be interpreted to imply a reluctance on
the part of OSTP to support the legislation. While OSTP has
gone on record as opposing mandatory funding provisions, the
Small Business Innovation Development Act is the law, and we

See comment 1. fully support it. OSTP staff did discuss our philosophical
dislike for "set-aside" programs. At no time in their discus-
sions with the GAO investigators did they suggest that this
was a reason for withholding OSTP efforts in fulfilling the
requirements of the Act.

Yours truly,

Shn P. McTague
Deputy Director

Mr. J. Dexter Peach
Director
U.S. General Accounting Office
Washington, D.C. 20548
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APPENDIX V APPENDIX V

ADVANCE COMMENTS FROM THE OFFICE OF j
SCIENCE AND TECHNOLOGY POLICY

The following are GAO's comments on the Office of Science and

Technology Policy's letter dated July 9, 1985.

GAO COMMENTS

1. While we maintain that the OSTP staff member suggested this
to us as a reason for OSTP's limited oversight role, we deleted it
from the final report because it obviously does not reflect an
official agency view.
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APPENDIX VI APPENDIX VI

ADVANCE COMMENTS FROM THE OFFICE OF

MANAGEMENT AND BUDGET

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON. D.C. 20503

July 25, 1985

Mr. William J. Anderson
Director, General Government
Division

U.S. General Accounting Office
Washington, D.C. 20548

Dear Mr. Anderson:

The Director asked me to review and comment on the GAO draft
report on the first 2 years of Federal agencies' implementation
of the Small Business Innovation Development Act of 1982 (Public
Law 97-219).

The draft report was reviewed by interested offices within the
Office of Management and Budget and we have no comments to report
to you.

Thank you for giving us the opportunity to review the draft
report.

Sincerely,

Joyce J. Walker
Deputy Associate Director
Transportation, Commerce

and Housing Division
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APPENDIX VII APPENDIX VII

ADVANCE COMMENTS FROM THE

DEPARTMENT OF AGRICULTURE

DEPARTMENT OF AGRICULTURE
&

OFFICE OF THE SECRETARY

WASHINGTON. 0. C. 20250 JUL 2 9 WJS

SUBJECT: GAO Draft Report RCED-85-123 Dated June 26, 1985, Entitled
"Implementing the Small Business Innovation Development Act

- The First 2 Years"

TO: J. Dexter Peach, Director

Resources, Community and Economic Development Division

U. S. General Accounting Office

The draft report has been reviewed by appropriate officials with their comments

provided.

While the report is one of examining two functions defined by the Act, anyone

reading the report may not separate these functions, which are: 1) research

grants, and 2) contracts. The report, then, should be read regarding the Small

Business Innovation Research (SBIR) actions and non-SBIR responsibilities.

The Department of Agriculture was in noncompliance of funding provisions in

1983, where as 0.2 percent of extramural obligations was to be the total award

figure, only 0.192 percent of extramural obligations were awarded. This was

corrected in Fiscal Year 1984, where 0.6 percent was mandated and exceeded

Now on p. 21. (unnumbered table page 26). It is expected that the legislated 1.0 percent will
be awarded in Fiscal Year 1985.

Non-SBIR compliances with the reporting regulations were difficult to establish

due to the separate functions of research grant award process and the setting of

goals responding to the Act. The confusion in what to report is explained in

NOW on pp. 34-37. the narrative (page 43-46). Those conducting the SBIR research are not privy to

the data required by the non-SBIR reports. The recommendations stated on page

Now on pp. 37-39. 47 should be examined. The chart on page 48 is indicative of the problem.

It is interesting to note that the recommendations directed toward USDA refer to

NOW on pp. 44-45. non-SBIR goals data (page 55). Now that a person has been named to account for

non-SBIR gosling, that issue should be resolved.

Thank you for the opportunity to comment on this report.

OVfILE G. ELE
Assistant Secretary
Science and Education
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APPENDIX VIII APPENDIX VIII

ADVANCE COMMENTS FROM THE

DEPARTMENT OF COMMERCE

UNITED STATES DEPARTMENT OF COMMERCE
i The Assistant Secretary for Administration
.)/ Washtngton 0 C 20230

AUG 1 4 1985
Mr. J. Dexter Peach
Director, Resources, Comrrunity, and

Economic Developmnent Division
United States General

Account ing Office
Washington, D.C. 20548

Dear Mr. Peach:

'This is in reply to GAO's letter of June 26, 1985, requesting
carrrnents on the draft report entitled "Implementing the Small
Business Innovation Developmnent Act -- The First 2 Years."

We have reviewed the enclosed corrments of the Assistant Secretary
for Productivity, Technology, and Innovation and believe they are
responsive to the matters discussed in the report.

Sincerely,

Kay B low
A ss is Int Secretary

for Adninist rat ion

Enclosure
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ADVANCE COMMENTS FROM THE

DEPARTMENT OF COMMERCE

UNITED STATES DEPARTMENT OF COMMERCE
The Assisant Secrete7 for Productivity.\~ Technology and Innovation
Washington. D.C 20230

(202)377-1984

AUG 2 7985

Mr. J. Dexter Peach
Director. Resources, Community

and Economic Development Division
U.S. General Accounting Office
Washington, D.C. 20548

Dear Mr. Peach:

Thank you for you letter to Secretary Baldrige requesting
Department of Commerce views on the draft GAO report regarding
the first two years of Federal agencies' implementation of the
Small Business Innovation Development Act of 1982 (Public Law
97-219).

The Department considers this draft report to be a sound
analysis of the progress to date tn implementing P.L. 97-219.

I would only add, for emphasis, that it is particularly
important for agencies to meet their non-Small Business
Innovation Research (SBIR) goals (as discussed in the report

Now on p. 37. beginning on page 46). since the purpose of the program is not
to replace other sources of capital for small innovative
businesses, but to augment those sources.

We appreciate this opportunity to comment.

Sincerely,

D. Bruce Merrifielj
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APPENDIX IX APPENDIX IX

ADVANCE COMMENTS FROM THE

DEPARTMENT OF DEFENSE

Note: GAO comments
supplementing those
in the report text
appear at the end
of this appendix.

THE UNDER SECRETARY OF DEFENSE

WASHINGTON, DC 20301-3010

RESEARCH AND A UG 95
ENGINEERING

Mr. Frank C. Conahan
Director, National Security and

International Affairs Division
General Accounting Office
441 G Street, N.W.
Washington, D. C. 20548

Dear Mr. Conahan:

This is the Department of Defense (DoD) response to the
General Accounting Office Draft Report, "Implementing the
Small Business Innovation Development Act -- The First 2
Years," June 27, 1985, (GAO Code 005707), OSD Case No. 6790.

The DoD agrees with the content of this report, and
wishes to compliment the working members of your staff who
were most cooperative and willing to consider our positions
and our recommendations during their study.

Responses to those recommendations in the draft report
applicable to the DoD are enclosed. We specifically want to
call your attention to our response to Recommendation 3. We
have included several comments on our disagreement with SBA
and would welcome any views you may wish to include in this
report on this question.

Sincerely,

DONALD A. HICKS

Enclosure
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APPENDIX IX APPENDIX IX

ADVANCE COMMENTS FROM THE

DEPARTMENT OF DEFENSE

DoD Responses to Recommendations in
GAO Draft Report

(1) RECOMMENDATION TO THE HEADS OF AGENCIES WITH SBIR
PROGRAMS (INCLUDES DoD): To permit ; oper determination
of compliance with the funding provisions of the Small
Business Innovation Development Act of 1982, GAO
recommended that the heads of appropriate agencies with
SBIR programs report actual fiscal year extramural R&D
obligations (not estimates) to the Small Business

Now on p. 30. Administration (SBA). (p. 37, GAO Draft Report)

See comment 1 DoD Response: Concur. The DoD reports to SBA have all
contained actual obligations.

(2) RECOMMENDATIONS TO HEADS OF AGENCIES REQUIRED TO
ESTABLISH NON-SBIR GOALS: GAO recommended that the heads
of applicable agencies subject to the non-SBIR goals
provisions of the Small Business Innovation Development
Act of 1982:

a. Reassess their respective agencies (includes DoD)
reports to OMB and SBA for fiscal years 1983 and
1984, make them consistent, and instruct the
appropriate officials to take steps to ensure
consistency of these reports in the future.

b. After reviewing OMB and SBA reports, provide SBA with
revised non-SBIR goals data where necessary.

c. Instruct the appropriate officials in their
respective agencies to establish goals early in the
fiscal year and make such goals known to officials
responsible for awarding external R&D funds. (p. 5,

Now on pp. 44-45. GAO Draft Report)

DoD Response: Concur. The DoD reports for fiscal years
1983 and 1984 are consistent with our method of reporting
since the beginning of the DoD Small Business Program.
Reports of accomplishments are based on contract awards
made to U.S. business firms for work performed in the
U.S. Future reports will be made in the same manner.
Accordingly, we have no revisions to furnish SBA. With
regard to the establishment of goals early in the fiscal
year and their transmittal to operating officials, the
DoD has for many years established goals for awards to
small and to small disadvantaged business firms. Interim
goals are always assigned prior to the beginning of the
fiscal year to all major DoD components, with final goals
superseding the interim goals as soon as possible after
final fiscal year award statistics become available.
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APPENDIX IX

ADVANCE COMMENTS FROM THE

DEPARTMENT OF DEFENSE

2

Usually the final 7oals are in place by the end of
December. Our R goals will be computed and assigned in
conjunction with our established goaling procedures,
which complies with the GAO recommendation.

(3) RECOMMENDATION TO THE ADMINISTRATOR. SMALL BUSINESS
ADMINISTRATION AND TO THE SECRETARY OF DEFENSE: GAO
recommended that the Administrator, SBA, and the
Secretary of Defense reach agreement as to whether the
Operational Systems Development category of DoD's
Research, Development, Testing and Evaluation
appropriations should be included in DoD's extramural
budget for purposes of the Small Business Innovation
Development Act of 1982. In keeping with the Comptroller
General's decision in a previous similar situation, the
officials should be guided by the principle that the
nature of the activities being funded (rather than labels
applied to appropriations) is the proper basis for
determining the required amount of agencies' extramural
R4D budgets for purposes of the act. Should the
Administrator and the Secretary be unable to resolve the

Now on P,. 30. subject disagreements, they should ask the Comptroller
General for a formal decision. (p. 37, GAO Draft Report)

DoD Response: Concur. We have re-examined, very
carefully, the definitions of "Research" and "Extramural
Budget" in the Act and the legislative history, and have
reaffirmed our conclusion that the requirements funded
under the 6.6 program element are not included. In so
doing, we have taken into account the GAO decision in the
NASA case, which we believe is consistent with our
conclusion that the nature of the requirements being
funded, not the labels attached thereto, governs.

With regard to the disagreement between DoD and SBA on
this matter, we believe that under the Act, the DoD has
the responsibility to decide the makeup of its extramural
budget. However, we will continue to work with SBA to
resolve the concerns. In this regard, we would welcome
any views the GAO may wish to include in its report on
this question.

(4) RECOMMENDATIONS TO THE ADMINISTRATOR. SMALL BUSINESS
0 ADMINISTRATION: GAO recommended that the Administrator:

a. Revise SBA's policy directive containing reporting
requirements for SBIR program data to require
agencies to report "extramural R&D obligations"
rather than "extramural R&D budget authority."
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ADVANCE COMMENTS FROM THE

DEPARTMENT OF DEFENSE

3

b. Revise the deadline for agencies' reporting of this
data to March 1 of each year, the deadline for
agencies reporting the same data to the National
Science Foundation.

c. Recompute agencies' non-SBIR goals using revised data
for fiscal years 1983 and 1984 that agencies provide
to SBA after reviewing previously submitted data for
consistency with data reported to OMB. SBA also
should use the recomputed fiscal year 1983 goals as
the baseline data against which to evaluate goal
achievement in subsequent fiscal years.

d. Change the due date for agencies' submission of non-
SBIR goal reports to the end of January to coincide
with agencies' budget submissions to OMB.

e. Revise SBA's policy directive containing reporting
requirement- for non-SBIR goals to require agencies
to report "total R, R&D dollar obligations" rather

NOW On pp. 30 than "total R, R&D budget authority." (pp. 37 and
and 45. 55, GAO Draft Report)

DoD Resvonse: Concur.

(5) MATTER FOR CONSIDERATION BY THE CONGRESS: Congress
should consider amending section 4 of the Small Business
Innovation Development Act of 1982 to clarify application
of the criterion for determining which agencies must
establish non-SBIR goals for research funding agreements
with small businesses. Specifically, the Congress should
consider resolving the ambiguity by making clear that
whether an agency needs to establish goals should be
determined annually by applying the stated criterion.

Now on p. 44. (p. 55, GAO Draft Report)

DoD Resoonse: Concur.
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APPENDIX IX APPENDIX IX

ADVANCE COMMENTS FROM THE

DEPARTMENT OF DEFENSE

The following are GAO's comments on the Department of

Defense's letter dated August 8, 1985.

GAO COMMENTS

*1. As noted in chapter 2, DOD has reported extramural

appropriations, not actual obligations, to SSA.

IL
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ADVANCE COMMENTS FROM THE

DEPARTMENT OF EDUCATION

UNITED STATES DEPARTMENT OF EDUCATION
WASHINGTON D.C. 20202

AL 26 W9 DEPUTY UNDER SECRETARY

Richard L. Fogel, Director
Human Resources Division
U.S. General Accounting Office
Washington, DC 20548

Dear Mr. Fogel:

The Secretary has asked me to respond to your letter of June 26
transmitting GAO's draft report on implementation of the Small
Business Innovation Development Act.

Our SBIR coordinator reports that the data for the Department
Now on p. 21. of Education contained in the table on page 26 of the report

are incorrect. The ED figure in the column headed "SBIR
dollars awarded reported to SBA" should be 693.7, not 972.3. '
In addition, the figure in the column headed "Actual allocation
percentage" should be .620, not .869. The reason for the
difference is that we fund Phase 11 projects incrementally.
For example, while an award may officially be for $200,000, the
amount of dollars we put into the project for the reporting
year may only be $100,000. Therefore, $100,000 should be the
only figure reported. The required SBA form does not allow for
this difference. -,

Thank you for the opportunity to comment on the draft.

Sincerely,

" Linda M. Combs

Deputy Under Secretary
for Management

79

............................

...............................



-•----:~~~ .- v -r p

APPENDIX XI APPENDIX XI

ADVANCE COMMENTS FROM THE

DEPARTMENT OF ENERGY

Note: GAO comments
supplementing those
in the report text
appear at the end
of this appendix.

Lepartient of Energy
Washington, D.C. 20585 AJL.

Mr. J. Dexter Peach
Director, Resources, Community and

Economic Development Division
U.S. General Accounting Office
Washington, D.C. 20548

Dear Mr. Peach:

The Department of Energy (DOE) appreciates the opportunity to review and

comment on the General Accounting Office (GAO) draft report entitled

"Implementing The Small Business Innovation Development Act--The First 2

Years."

DOE considers the report to be generally factual and accurate and, accord-

ingly, offers no comments.

Sincerely,

Martha Hesse Dolan

Assistant Secretary
Management and Administration
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DEPARTMENT OF ENERGY

Department of Energy
Washington, D.C. 20585

JUL 2 6 1985

Mr. Mark Nadel
Resources, Community and Economic

Development Division
U.S. General Accounting Office
Washington, D.C. 20548

Dear Mr. Nadel:

In response to Mr. J. Dexter Peach's request of June 26, 1985, the

Department of Energy's formal response to the General Accounting Office

(GAO) request for comments on the draft report entitled "Implementing The

Small Business Innovation Development Act--The First 2 Years" is being

submitted by separate letter to the GAO.

An editorial comment on the report is enclosed for GAO's consideration in

preparing the final report.

Sincerely,

Martha Hesse Dolan
Assistant Secretary
Management and Administration

Enclosure:
Editorial Comment
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DEPARTMENT OF ENERGY

Editorial Comment on the GAO Draft Report "Implementing The Small Business

Innovation Development Act--The First 2 Years" (GAO/RCED-85-123).

Now on p. 21. page 26 - "No" in column 6, line 3 of the table.

Comment - We suggest that the answer to the question "Did Agency
comply?" [with legislated SBIR funding requirements
in FY 1983] should be changed to a "Yes", with a clarifying
footnote. The Department believes that the answer "No"
is misleading because the procedures adapted by the Depart-

See comment 1. ment insured that any minor underspending in FY 1983 wasrectified by spending in FY 1984 the necessary additional
amount to comply with the legislatively mandated funding
requirements. We suggest that the footnote to accompany the
"Yes" response read as follows:

The minor underage reported for FY 1983 was covered by
increased awards in FY 1984.
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ADVANCE COMMENTS FROM THE

DEPARTMENT OF ENERGY

The following are GAO's comments on the Department of

Energy's letter dated July 26, 1985.

GAO COMMENTS

1. As discussed in chapter 2, compliance with the prescribed
SBIR funding percentages must be determined annually by computing
actual SBIR obligations as a percentage of actual extramural
research obligations. While we consider the practice of making up
shortfalls in subsequent years to be commendable, it does not
technically alter prior year compliance with the subject
provision.
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ADVANCE COMMENTS FROM THE DEPARTMENT

OF HEALTH AND HUMAN SERVICES

DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspectof General

Washington. D.C 20201

Jit ?9-

Mr. Richard L. Fogel
Director, Human Resources
Division

United States General
Accounting Office

Washington, D.C. 20548

Dear Mr. Fogel:

Thank you for the opportunity to comment on your draft
report, "Implementing the Small Business Innovation
Development Act -- The First 2 Years." The enclosed
comments represent the tentative position of the Department
and are subject to reevaluation when the final version of
this report is received.

We appreciate the opportunity to comment on this draft
report before its publication.

Sincerely yours,

Ric rd P. Kusserow
Insector General

Enclosure
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OF HEALTH AND HUMAN SERVICES

Comments of the Department of Health and Human Services on the General
Accounting Office's (GAO) Draft Report, "Implementing the Small Business
Innovation Development Act - The First 2 Years"

General Comments

In general, we concur with the draft report and its findings. The draft
report provides comprehensive coverage of the fundamental aspects of
the Implementation of the Small Business Innovation Research (SBIR)
program in the first two years.

GAO Recommendations

GAO recommends that the heads of agencies participating in the SBIR program:

(i) Reassess their respective agencies reports to OMB and SBA for fiscal
years 1923 and 1984, make them consistent, and instruct the
appropriate officials to take steps to ensure consistency of these
reports In the future.

Department Comments

We concur with the recommendation. Procedures will be implemented
to improve the coordination of the release of data to OMB, SBA, and
the National Science Foundation on total Departmental research and
development obligations. In the future, Departmental officials
responsible for submitting this data to the National Science
Foundation and OMB will be required to provide copies of their data
to the Department's SBIR Coordinator, who is responsible for the
submittal of the data to the SBA. These procedures will ensure the
consistency of these reports in the future.

(2) After reviewing OMB and SBA reports, provide SBA with revised non-
SBIR goals data where necessary.

Department Comments

We concur with the recommendation and we will provide SBA with

appropriately revised annual reports for fiscal years 1983 and 1984 as
soon as possible.

8
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Technical Comments

Now on p. 62. - Appendix 11, Paxe 76

In Appendix II, the second PHS SBIR Solicitation Is rated "2", i.e.,
meeting less than 50 percent of the requirements for providing
proposal preparation instructions. We find this puzzling since PHS'
Solicitation Number 2 is almost Identical to PHS' Solicitation Number
I which was rated "I", i.e., meeting more than 30 percent of the
requirements. The only differences between the two documents are a
few minor Information items that were added to, not changed In, PHS'
Solicitation Number 2. Thus it is difficult to understand why PHS'
Solicitation Number 2 was rated "2" while PHS' Solicitation Number I
was found by GAO to be more In compliance. For this reason we
question the advisability of including this rating in the report.

8-
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APPENDIX XIII APPENDIX XIII

ADVANCE COMMENTS FROM THE

DEPARTMENT OF THE INTERIOR

United States Department of the Interior
OFFICE OF THE SECRETARY

WASHINGTON, D.C. 20240

AN i

Mr. J. Dexter Peach
Director, Resources, Community and
Economic Development Division

U. S. General Accounting Office
Washington. D.C. 20548

Dear Mr. Peach:

Thank you for your letter of June 26, 1985, addressed to The Honorable
Donald P. Hodel, Secretary of the U.S. Department of the Interior,
requesting our comments on the draft report "Implementing the Small Business
Innovation Development Act-The First 2 Years." The SBIR staff has reviewed
your draft report and they concur with all aspects. However, in their
review, two editorial changes are suggested.

Now On p. iV. 1. Page iv, paragraph 3, line 4 - "SBIR" is transposed.

Now on p. 49. 2. Starting on page 57, the footnotes do not coincide.

We appreciate the opportunity to review this report.

Sincerely,

Acting Assistant Secretary
for Water and Science
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APPENDIX XIV APPENDIX XIV

ADVANCE COMMENTS FROM THE

DEPARTMENT OF TRANSPORTATION

U.SD@Pam fw..s O f Assistant Secretary 400 Seventh St.. S.W
7111111P~aro for Admrinistration Washington. D.C. 2069

Mr. J. Dexter Peach
Director
Resources, Community and Economic

Development Division
U.S. General Accounting office
Washington, D.C. 20548

Dear Mr. Peach:

Enclosed are two copies of the Department of Transportation'sa
comments concerning the U.S. General accounting office draft
report entitled 'Implementing the Small Business innovation
Development Act--The First 2 Years.'

Thank you for the opportunity to review this report. if you have
any questions concerning our reply, please Call Bruce Barkley of
my staff on 426-4747.

Sincerely,

on 'H. Seymour
Acting

Enclosures

88

....................... ...



APPENDIX XIV APPENDIX XIV

ADVANCE COMMENTS FROM THE
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DEPARTMENT OF TRANSPORTATION
STATEMENT ON GAO REPORT

L ITLE. Implementing the Smal Busineas Innovation Development Act -

The Firs Two year (Druft) G A O/R C ED - 85-123.

IL SUMMARY OF GAO FINDINGS AND RECOMMENDATIONS:

The GAO found that some agencie wIthSBIR programs(Incniing DOT)reported
etAmated amount rather than actual obligations to the SBA. They ,eoom mended
that actual obligations be reported.

The GAO found that DOT was not Including p,1w year R & D appropriations in
annual extramural ftnmding data to SBA. They recommended that, beginn*in
Bacal year 1985. the Secretary Include a l R & D obligations, regardlem of the
year during which the ftaxds were appopriated when reporting anual extzmunl
R & D ftrdlng data to SB A for purpows of the Small Buidne Innovation
Development Act of 1982.

3ZL SUMMARY OF DEPARTMENT OF TRANSPORTATION POSITION:

DOT agrees with the reeommendation.

IV. STATUS OF CORRECTIVE ACTION:

Action has been taken to implement the recom mendatlons.
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ENVIRONMENTAL PROTECTION AGENCY

Tl UNITED STATES ENVIRONMENTAL PROTECTION AGENCY

WASHINGTON. D.C. 20460

OFFICE OF
POLICY. PLANNING AND EVALUATION

A*. 26115

Mr. J. Dexter Peach
Director
Resources, Community, and Economic

Development Division
U.S. General Accounting Office
Washington, D.C. 20548

Dear Mr. Peach:

On June 26, 1985, the General Accounting Office (GAO)
issued to the Environmental Protection Agency (EPA) a draft
report, "Implementing The Small Business Innovation Development
Act--The First Two Years" (GAO/RCED-85-123). According to
Public Law 96-226, EPA has reviewed the report and has prepared
the following statement.

EPA believes that the report, as it pertains to the Agency,
is accurate. Below are GAO's recommendations addressed to EPA
and other affected departments and agencies and EPA's response

to the recommendations.

GAO Recommendation

To permit proper determination of compliance with the
funding provisions of the Small Business Innovation Development
Act of 1982, GAO recommends that the heads of appropriate agencies
with Small Business Innovation Research (SBIR) programs report
actual fiscal year extramural research and development obligations
(not estimates) to the Small Business Administration (SBA).

EPA Response

EPA agrees with the recommendation, and intends to report
actual research and development obligations for each fiscal year
to SBA. These reports will be issued by December 1 following the
close of a fiscal year.

GAO Recommendation

GAO recommends that the heads of applicable agencies subject
to the non-SBIR goals provisions of the Small Business Innovation
Development Act of 1982:
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-- Reassess their respective agencies reports to the Office
of Management and Budget (OMB) and SBA for fiscal
years 1983 and 1984, make them consistent and instruct
the appropriate officials to take steps to ensure
consistency of these reports in the future.

--After reviewing OMB and SBA reports, provide SBA with
revised non-SBIR goals data where necessary.

--Instruct the appropriate officials in their respective
agencies to establish goals early in the fiscal year
and make such goals known to officials responsible for
awarding external research and development funds.

EPA Response

The Agency agrees with all three sections of this
recommendation. EPA will carry out the first part of the
recommendation by continuing to make sure that Agency reports
to OMB and SBA are consistent and that the appropriate officials
are Informed of this need for consistency. As for the second
part, EPA will continue to provide SBA with revised non-SBIR
goals as necessary. To implement the third part of the
recommendation, the Office of Small and Disadvantaged Business
Utilization, in accordance with Public Law 97-219, will
issue letters explaining established goals for the non-SBIR
program. These letters will be addressed to program Assistant
and Associate Administrators and will be issued early in the
new fiscal year.

We appreciate the opportunity to comment on the draft report.

Sincerey 
yo

Milton Russell
- Assistant Administrator

for Policy, Planning and Evaluation
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NATIONAL AERONAUTICS AND SPACE ADMINISTRATION

Note: GAO comments
supplementing those
in the report text
appear at the end
of this appendix.

NASA
National Aeronautics and
Soece Administration

Washington, D C
20546

RSCIO M-23

JUL 2 5 95

Mr. Frank C. Conahan
Director
National Security and International

Affairs Division
United States General Accounting Office
Washington, DC 20548

Dear Mr. Conahan:

Thank you for the opportunity to comment on the GAO draft report
entitled "Implementing the Small Business Innovation Development
Act -- the First 2 Years.*

NASA is in agreement with the draft report's findings and
recommendations. However, there are several aspects of the draft
report to which NASA is offering comments. Specific Agency
comments are provi d in the enclosure to the letter.

Stncer ly, /

C. Robert Nys h
Associate Administrator

for Management

Enclosure
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NASA Comments on GAO Draft Report Entitled "Implementing the
Small Business Innovation Development Act -- The First 2 Years"

NASA has reviewed, and is in general agreement with, GAO's
findings and recommendations set forth in the subject draft
report. However, there are several aspects of the draft report
to which NASA is offering comments.

GAO recommends that "...heads of applicable agencies instruct the
appropriate officials in their respective agencies to establish
goals early ir the fiscal year and make such goals known to
officials responsible for awarding external R&D funds.* NASA
expends considerable efforts into establishing, monitoring, and
achieving its socioeconomic Cnon-SBIR) procurement goals. Long
before the passage of P.L. 97-219, NASA was striving to increase
all awards to small businesses, including R&D awards; thus we
were and are continuing to meet the intent of the Act with
"in-place" small business programs which function well, and it is
therefore unlikely that compliance with the GAO's recommendation
would result in a significant change.

Another aspect of the draft report requiring comment is with
regard to the issue of compliance with the statutory percentage
of extramural R&D budget figures. While the draft report
appropriately cites 62 Comp. Gen. 232 (1983) in its discussion of
the differing DoD/SBA extramural budget figures, it fails to
incorporate the same decision into the discussion of agencies'

Now n p.20. compliance with SBIR funding provisions. Specifically, the draft
Now onp. 20. report on p. 24 finds that ". ..4 of 11 participating agencies met

or exceeded their mandatory fiscal year 1983 SBIR funding
perce-ntages." However, the agencies ability to exceed their SBIR
funding appears to be in conflict with the rationaleset forth by
the Comptroller General in addressing the question of the
definition of NASA's research and development budget. In 62
Comp. Gen. 232 (1983) the Comptroller General finds that
".calculation of the set-aside on the basis of the entire NASA

See comment 1. R&D appropriation would thus result in a proportionately higher
percentage than is eermltted by the last proviso of Section
4(f)(1) of the Act . It is recommended that the GAO reassess its
findings relative to exeeding SBIR funding percentages in light

its previ interpretation of the Act.

As stant Ad nistrator
or Procurement
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The following are GAO's comments on the National Aeronautics

and Space Administration's letter dated July 25, 1985.

GAO COMMENTS

1. NASA has misinterpreted the quoted segment of 62 Comp. Gen.
232 (1983). It is our position that the SBIR percentages

*prescribed by the act are required minimums and that nothing in
the act places an upper limit on the total amount that an agency
may elect to spend under its SBIR program. In our view, such a
limitation would be contrary to the act's objective of assisting

. small businesses in obtaining a larger share of federal research
*funds. The proviso of the act referred to in 62 Comp. Gen. 232

(1983) places an upper limit on the percentage of an agency's
extramural budget for basic research that can be used in
satisfying the required SBIR percentage. For example, if the
prescribed SBIR requirement for the year is 1 percent, then an
agency cannot use more than 1 percent of its extramural budget for
basic research to fund SBIR projects needed to meet the statutory
minimum. Since the proviso relates solely to meeting the required

* SBIR minimum percentage, it does not prohibit SBIR awards in
excess of the minimum requirement should an agency elect to do
so. Basic research is distinguished from other types of R&D in
that it is undertaken without specific applications toward

*processes or products in mind. Applied research, on the other
hand, seeks means for meeting a recognized need, while development

* seeks to use knowledge gained through research to produce useful
materials, devices, systems, or methods. As explained by the
Chairman, Subcommittee on General Oversight, House Committee on
Small Business (128 Congressional Record H3600, daily ed. June
17, 1982), the proviso was added to recognize concerns of the
universities and basic research communities that the act not harm
the nation's basic research efforts. The intent thus appears to
have been to preclude agencies from meeting a disproportionate
share of their SBIR requirements with basic research funds.
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NATIONAL SCIENCE FOUNDATION

WASHINGTON DC 2055O

Division of Audit & Oversight

Jily 26, 1985

Mr. J. Dexter Peach
Director
Resources, Community, and

Economic Development Division
U.S. General Accounting Office
Washington, D.C. 20548

Dear Mr. Peach:

Thank you for the opportunity to comment on the Draft GAO Report,
"Implementing the Small Business Innovation Development Act--The
First 2 Years," GAO/RCED-85-123. We are pleased that this initial
report assessing the individual agencies' implementation efforts
reflects quite satisfactorily on the National Science Foundation's
overall performance in meeting the requirements and intent of
Public Law 97-219.

The National Science Foundation agrees .Yith the GAO opinion
that the definitions of research and development and extramural
budget are the same for reporting to SBA and to Federal Funds.
Since, the timing of these reporting requirements are different,
generally two to three months apart, the figures reported in
December to the SBA represent the best possible estimates for
actual extramural obligations based on the information available
at that time. We are aware that NSF's figures, due in March to
Federal Funds, have shown minor differences when compared with
those reported to SBA in December, but the NSF March submission
is based on final calculations. It should be noted that although
agencies are requested to submit data by March, many have difficulty
meeting this deadline--in some cases data are not received until
June. As pointed out in your report, a change in SBA's reporting
date and policy directive would be required in order for agencies
to use the amounts reported in the Federal Funds data submission.

We wish to point out that the Federal Funds survey data are
collected and reported for statistical purposes only and serve
as the Foundation's response to NSF's legislative mandate which
requires that the Foundation monitor national science and tech-
nology activities. We make every effort to assure that agency
reporting practices are consistent from year to year and that
information provided to NSF is as accurate as possible. We
know of no reason for agencies not to use this data series as
a basis for their reports to SBA, modified as necessary, to
account for non-SBIR activities.

The Foundation does object, however, to the wording of the last
NOW On p. 16. column heading on page 20 of the report which appears to imply

that NSF has some responsibility for determining other agencies'
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Mr. J. Dexter Peach 2.

SBIR allocations, which is totally inaccurate. We request that
the wording be changed to clarify the source of data used for
these comparisons.

With respect to reporting agency non-SBIR budget information, NSF
reports to SBA in accordance with the SBA Policy Directive that
requires agencies to report their non-SBIR activities based on
"total R, R&D budget authority," which NSF interprets as including
total dollars for Research and Related Activities, including
Program Development and Management (the Foundation's administra-
tive expenses), and the U.S. Antarctic Program support costs.
Included in these data are the estimates for R&D facilities.
The information reported to OMB for inclusion in the President's
Budget, referred to in the report, lists separately the R&D
facilities data. Since the non-SBIR report to SBA must be gen-
erated in early December, at least a month before the submission
to OMB is available, our figures are based on available NSF
budget documents.

If agency reporting requirements for non-SBIR activities are to
be based on information submitted to OMB for Special Analysis K,
"Conduct of R&D," SBA should change the reporting deadline to
coincide with the OMB submission and revise the Policy Directive
accordingly. NSF has been consistent with its method of calcu-
lating and reporting both SBIR and non-SBIR activities and is
of the opinion that any changes in these methods should be the
result of revised implementing instructions to ensure that the
agency's level of performance is reflected as accurately as
possible.

NSF has mentioned previously to both SBA and GAO that it would
be more meaningful, appropriate, and helpful to the agencies,
especially with respect to monitoring, if the SBIR and non-SBIR
requirements were calculated on the same external R, R&D obliga-
tions base. Since the report indicates that a couple of the
agencies have used the same base figures for all SBA reporting
requirements, we suggest that GAO consider including such a
recommendation in its final report to Congress.

NSF strongly supports the GAO recommendation that the SBA

reporting date be moved to March.

Sincerely yours,

~romeH. regeau
Director

Division of Audit and Oversight
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,Ptk ReaO UNITED STATES
e 0 NUCLEAR REGULATORY COMMISSION

WASHINGTON, D. C. 20556

JUL 3 196

Mr. J. Dexter Peach, Director
Resources, Community and

Economic Development Division
U.S. General Accounting Office
441 G Street, NW
Washington, DC 20548

Dear Mr. Peach:

We appreciate the opportunity to review and comment on the draft GAO

report "Implementing the Small Business Innovation Development Act--The First

2 Years." The NRC will take the action necessary to implement the GAO

"recommendations to heads of agencies" contained in both Chapters 2 and 3 of

the report.

Sincerely,

William KDrk
Executive Director for Operations
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U.S. Department of Justice

w ashn.Si D C 205J0
AUG 8 1985

Mr. William J. Anderson
Director
General Government Division
United States General Accounting Office
Washington, D.C. 20548

Dear Mr. Anderson:

This letter responds to your request to the Attorney General for
the comments of the Department of Justice (Department) on your
draft report entitled "Implementing the Small Business Innovation
Development Act -- the First 2 Years.'

The report covers the fundamental implementation efforts of
federal agencies in establishing Small Business Innovation
Research (SBIR) procurement programs and complying with the act's
funding requirements for fiscal years 1983 and 1984 -- the first
2 years during which the act has been in effect. Chapter 3 of
the report provides GAO's assessment of the extent to which
agencies have complied with legislative and Small Business Admini-
stration (SBA) policy requirements for establishing and reporting
information on non-SBIR procurement programs. Since the Department
has an annual research and development (R&D) budget exceeding
$20 million, it is required to establish specific, annual goals
for non-SBIR R&D funding agreements with small businesses and
report data on such goals to SBA.

GAO offers three recommendations to agencies in order to adhere
to the act's requirements and assure that the goals data reported
to SBA and the Office of Management and Budget (OMB) are in
agreement. The first recommendation suggests that heads of agencies
.reassess their respective agencies' reports to OMB and SBA for
fiscal years 1983 and 1984, make them consistent, and instruct
the appropriate officials to take steps to ensure consistency of
these reports in the future." The Department does not concur
with GAO's recommendation because the SBA and OMB definitions of
R&D are incompatible and will never permit consistency in reporting.
Apparently, GAO perceives that SBA and OMB report guidelines
include the same definition of R&D, and that agencies use this
definition in developing R&D budget data reports for submission
to both SBA and OMB. This is not true.
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The Annual Report Format developed by SBA and distributed to
agencies for use in reporting small business R&D goaling program
data defines the amounts to be reported as 'R&R&D Obligations
[which] include extramural plus intramural funds" (See Note 2
of Appendix I). Section 44.2 in Transmittal Memorandum No. 56 of
OMB Circular No. A-il, Revised, dated June 25, 1985, also defines
the amounts to be reported to OMB as including extramural plus
intramural funds, but contains an additional proviso that "Research
and development excludes routine product testing, quality control,
mapping, collection of general purpose statistics, experimental
production, routine monitoring and evaluation of an operational
program, and the training of scientific and technical personnel"
(See Appendix II). No such proviso is included in SBA's definition
of R&D. The Department's R&D expenditures include routine moni-
toring and evaluation of an operational program. The monitoring
and evaluation function is performed for the Department by a
private contractor and these contract dollars are included in the
R&D figures reported to SBA. However, these same contract dollars
are excluded from the R&D figures reported to OMB as required by
OMB Circular A-lI. As long as the Department is required to
exclude the cost of monitoring an operational program from the
R&D dollars reported to OMB, but required to include such costs
in the R&D dollars reported to SBA, there can never be consistency
in the amounts reported.

To attain consistency in reporting R&D dollars to SBA and OMB,
we suggest that GAO include a recommendation in its report
asking SBA and OMB to clarify their definitions of R&D so that
the dollars reported to each agency can be consistent. As an
alternative, a footnote could be included in each report identifying
and explaining the reasons for the difference in the dollars
reported.

GAO's second recommendation asks that agencies, after reviewing
OMB and SBA reports, provide SBA with revised non-SBIR goals data
where necessary. The Department agrees with this recommendation.
The Department's Small and Disadvantaged Business Utilization
Staff reviewed the reports and found no substantive changes which
would require submitting revised non-SBIR goals data to SBA.

As a final recommendation, GAO suggests that agency heads instruct
appropriate officials in their respective agencies to establish
goals early in the fiscal year and make such goals known to
officials responsible for awarding external R&D funds. In
responding to this recommendation, we are pleased to note the
conclusion reached by GAO that the Department has been meeting
the requirements of this recommendation and no corrective action
is necessary.
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We appreciate the opportunity to provide comments on the report
while in draft form. Should you have any questions concerning
our comments, please feel free to contact me.

W. Lawrence Wallace
Acting Assistant Attorney
General for Administration

Enclosures
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APPZN~XX I

U.S. Sfll susiftess Aflastratoa
Office of Innovat ion. Research a &Technmology

WmLL UUSINESS BLOW 6QALU FROGRM
Annual Report Forest

xeportime Agency__________

1. a. Previous Fiscal Tear (VT) Total 1MM Obligatilfs _ ___

D. I. Previous FT toal PrIm BLOOD Dollars Awrded I____
to Small Business (less gain bma)

2. Previous FT total Prim BLIN Dollars Amared to S____
mknorlty' and Disadvanteged owe Sill businss
(less SS13 Awards)

C. 1. Percent of Previous FT ma.w obligations Amtraed
to Small Business (I. bi + Is) -

2. Percent of Previous rT ma.w obligations Awrded to .____

minority and Diadvantaged owned Small Business
(I. b2 'r Wa

11 a. Total R&R&D Obligations for Reported FT - _ ___

b. I. Total P46RO S081 Business Percent ali for Reported
FT. This goal my not be less than the percent
awarded to small business in the previous rT amd my
not Include SBIR awards. _____

2. 31.31. Small Business Goal In Dollars (Ila x ZID 1)

C. I. Total 31.31. Dollars Awarded to Salil business
for Reported rY (Loss SOIR Awards)

2. Total RLR31. dollars 4warded to minority and s_____
Disadvantaged snail Business concerns.
(Less 3513 Awrds)

d. 1. Percent of Total 31.31. Obligation Awarded to
Small business for Reported FT (Ilc I + Ila)______

2. Percent of Total 31.3W Obligations Awarded to I
minority and Disadvantaged 3=11 Business
(Ile 2 + Ila)

e. Percent or Goal Achievd for Reported FT (lI ;-IlUa) ______

umbher 30, 1964
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APPENDIX I

U. S. Small business Administratlon
Office of Innovation. Research & Tecaology

Small Busineas MW Gosllng Program
Annual Report Format

(Continaued

III. a. Total number and total dollar Value of Prime NM Funding Agrements
with Sma11 business In the foll wng categories for reperted FT.
(This data should Include SBIR and all other Awards over $50.000.)

total Number Total Dollar '

1. Contracts

2. Grants

3. Cooperative Agreements

b.Total number and total dollar value of R&R&D Funding Agreement with

Other Than Smell Business" for the following categories for reported FY.

Total Number Total oll

1. Contracts

2. Grants

3. Cooperative Agreements ,__

NOTES:

1. Other Than Small Business includes any an all obligations provided to
an organilzation that is not a small business concern as defined In 13
CFR. Part 121. 49 Federal Resister 5024. at sea (February 9. 1984).

2. R&RILD Obligations Include extramural plus Intramural funds.

3. Reporting Includes all contracts, grants and cooperative agreements

less SBIR awards. .
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APPENDIX XIX APPENDIX XIX

ADVANCE COMMENTS FROM THE

DEPARTMENT OF JUSTICE

APPENDIX ZZ

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINOTON. D.C. U

June 25. 1985

CIRCULAR NO. A-1I
Revised

Transmittal Memorandum No. 56

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Preparation and Submission of Budget Estimates

Transmitted herewith are instructions pertaining to the 1987
Budget process. All previous Transmittal Memoranda to this
Circular are hereby rescinded.

This Circular provides guidance for the preparation and
submission of annual budgets and associated materials
concerning the budget process for all agencies of the
Government. For the 1987 Budget, some technical changes
have been made with respect to Federal credit data,
including modification of several definitions. Direct loans
now include the sale of assets on credit terms and exclude
claims payments on loan guarantees where no loan asset is
acquired. Direct loans made by the Federal Financing Bank
(FFB) and guaranteed by an agency and direct loans made by
an agency and sold with a guarantee to the FFB will be
presented in separate budget schedules and included in
agency budget totals.

These and other significant changes are highlighted in the
attached analysis of changes.

David A. Stockman
Director

Attachment

(No. A-I1)

103

.........................



APPENDIX XIX APPENDIX XIX

ADVANCE COMMENTS FROM THE

DEPARTMENT OF JUSTICE

APPENDIX 11

ROMAe"Ir z 44,.4

Data on Reseicb mad Development

44U. Material rmii.rangomeat with UK. Oovernment. it Includes Mo
Information an WW atch anddvlmetpo 5l Sd diYwlOi~ft 10 mll flelds. Including

pasm bs required for milew of agency requet O&uCMp aNd the social sciences. as well as the
oerall resource arjoesAtce, and prepaatn of phsia scecs enieeig 011c
the Ned2 1110311111 on researchW ado dvelopmnent RiW-Ch 15 Imteiai study directed toward
(R&D). fuller sientific knowledge or understanding of

Acendes with budget authority. obligations. or the subject studied. Development is systematic
outlays of $il0 maillion or momv in mny year cv. IS Of the knowledge and understanding gained
Gred by Use budget for the conduct of research brm research. for the production of useful mate.
and development shoulid submit an original and deML. deices. system. or mthods. Including the
two (2) copies Of the following Information to design2 and development of prototypes and proc.
seover each R&D related acount: am

(a) A Schedule of the budget data for the re, Research and drvelopmeot ecludes 'outine
search and development activities of each bureau Product testing, quality control. mapping. collec.
or comaparable organhational unit that conducta ihon Of general Purpose Statistim. experlimental
such activities (section 44.31. Produaction. routine monitoring and evaluation of

(6) A cmolidated schedule of the budget data an operational program. and the trainingf of sclen.
for the research and development activities of the Ufe WWan technisal personnel.
agency Wss whole etion 44.2). This definition of research and development Is

4e) A brief narrative statement describing the the seame as that used for the National Scence
research and development activities of each Foundation Annual Survey of Fedleral Funds for
bureau or comparable orsanizational unit for Research, Development and Other Scientific Ac.
which a schtedule is submitted, a well as for the tivitles Information reported under this section
agency a a whole (section 44.4). should be recnciable with the more detailed in-

For agencies with budget authority, obligations, formation subsequently reported In the annual
or outlays for research and development of Jem survey.
than Silo million but more than SI0 million in 44.2. Preparationi of schedules.
any year covered by the budget. only a consoll
dated schedule, as described In subparagraph Wk Separate schedules for each bureau or comnpara-
sbove. Is required. Some agencies, particularly ble organizations] unit setting forth budget au.
those with large R&D programs (e.g.. Depart- thority. obligations. and Outlays for research and
ment of Defense. National Aeronautics and 5pac development activities wil be prepared andi sub-
Administration, and Department of Health and mitted In the format Ilustrated by exhibit 44. An
Humnan Services) may be requested by 0KB to addtioflal schedule will be submitted by each
provide adlditional dewa at different levels of agency or deportment consolidating the dewa sub-
detgi than that illustrated by exibit 44. Mitted for the Individual bureaus under that

Revised schedules and narratives, to reflect agency. Amounts will be reported in millions and
budget determinations and other changes in the tenths of millions and will Include, without sips.
Initial submniseons, should be submitted promptly rate Identification, amounts proposed for supple.
after such determinations and changesk have bsen mentals. rescissions. or later transmittal. Each
made. schedule should have the date of preparation in

the lower right corner, followed by the name and
44.L. Definition of research anid developmienit telephone number of an Individual who ca re-

The term "research and development- In In- spond to questions concerning that schedule.
tended broadly to include the work Performed by The following entries will be used In reporting
a Government agency or by Private Individuals or the data requiredL The stub codes shown should
organisations under a contractual or grant arf- be Included.

Now Moed 101 %v
1e' MAd Omigo isw Wel WW.Iedse of rd~sae e %NIRdsw meece

of OIWeslW WiG ofe.si Igpa eOWI Wet IPb5WU WSe.1 proaft or

Momcof 141 Wi Oasis i s of sE na' ff."es as Au I ucsIs~c
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APPENDIX XX APPENDIX XX

ADVANCE COMMENTS FROM THE

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

Note: GAO comments
supplementing those
in the report text
appear at the end .
of this appendix. DEPARTMENT OF HOUSING AND URBAN Df VF I-OPPME NT

WASHINGTON I)C 20410

ASSISTANT SECRETARY FOR
POE CY DEVELOPMENT AND RESEARCI--

Mr. J. Dexter Peach
Director, Resources, Comunity and

Economic Development Division
U.S. General Accounting Office
Washington, DC 20548

Dear Mr. Peach:

We have read your draft report on the first 2 years of Federal agencies
implementation of the Small Business Innovation Development Act of 1982
(Public Law 97-219). It is our understanding from reading this draft report
that among other requirements the threshold for establishing a special Small
Business Innovative Research (SBIR) program is $100 million annually for
extramural research and that In addition to the special SBIR program, the
Act requires any Federal agency with an annual R&D budget exceeding $20
million to establish specific annual goals for non-SBIR funding agreements
with small businesses.

PflR's research appropriation for 1983 was $18 million, and for 1984
was $19.2 million. Since it did not exceed $20 million for fiscal years
1983 or 1984, goals were not established for either of these years. Pages

Now on pp. iii and III and 51 of the draft report should be changed to reflect that infor-

41. mation. The report should also be amended to clarify that the phrase
". .. the reporting threshold of a $20 million research budget' means
$20 million In annual appropriations rather than $20 million available
for obligation including prior year appropriations.

It is our belief that using fiscal year appropriations would provide a
consistent benchmark against which goals could be established and real
accomplishments could be measured.

Finally, we support the GAO's recommendation to the Congress
amend the act to specify whether criterion for determining which agencies

See comment 1 . must establish non-SBIR goals should be applied on a one time or annual
basis."

incerely,

ne Koch, Ph.D.
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APPENDIX XX APPENDIX XX

ADVANCE COMMENTS FROM THE

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

The following are GAO's comments on the Department of Housing

and Urban Development's letter dated August 15, 1985.

GAO COMMENTS

1. We interpret the act as requiring that compliance with
non-SBIR goals requirements (those governing agencies'
participation as well as those governing reporting requirements)
be judged ultimately on the basis of an agency's actual total
research obligations, not its appropriations as HUD asserts. As
our report notes, SBA also uses actual obligation figures to
determine which agencies must establish and report on non-SBIR
goals. As stated in our report, HUD reported total research
obligations for fiscal year 1983 of $22.6 million to OMB for the
President's budget. Our report states that HUD's obligations fell
below the required minimum in fiscal year 1984. Also, we believe
that HUD did "establish goals" in fiscal year 1983 to the extent
that it submitted an annual report to SBA which included the
required non-SBIR goals data. For fiscal year 1984, however, we
point out that HUD did not submit a report and thus did not
"establish goals."
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APPENDIX XXI APPENDIX XXI

ADVANCE COMMENTS FROM THE

AGENCY FOR INTERNATIONAL DEVELOPMENT

AGENCY FOR INTERNATtONAL DEVELOPMENT
WASHINGTON G C 20523

ASSISTANT
ADMINISTRATOR

At 265

Mr. Frank Conahan
Director
National Security and International

Affairs Division
General Accounting Office

Dear Mr. Conahan:

Attached are AID's comments on GAO Draft Report No. 005707,
"Implementing the Small Business Innovation Development Act --
The First 2 Years.'

If you have any questions or would like to discuss these
comments, please contact Jim Painter, 632-9110.

Sincerely,

Ricard A. Derham
Program and Policy Coordination

enclosure
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APPENDIX XXI APPENDIX XXI

ADVANCE COMMENTS FROM THE

AGENCY FOR INTERNATIONAL DEVELOPMENT

AID's Comments
GAO Draft Report 005707

"Implementing the Small Business Innovation Development Act
-- The First 2 Yearsa

AID agrees with the conclusions and recommendations included in
this report. As GAO notes, there was some internal confusion
as to the locus of responsibility for implementation of the
requirements of the legislation mandating goal setting and
reporting for non-SBIR research activities.

That situation has now been remedied. As a result of the GAO
findings and recommendations, AID has clarified the
organizational responsbility for establishing goals for
non-SBIR research. The agency's Office of Small and
Disadvantaged Business (OSDBU) has assumed responsbility for
goal setting and reporting requirements under the act.

OSDBU is currently reviewing Fiscal Year 1983 and 1984 data and
will be submitting the required reports to SBA shortly. That
office also is conducting a review of AID's data collection
system to determine if all research or research and development
projects are coded properly to ensure accuracy in reporting.

For future reporting, beginning with FY 1985, an SBIR committee
has been established within the Agency, under the aegis of
OSDBU, to coordinate and clarify SBA reporting requirements and
to enhance overall SBIR Program Implementation.

OSBDU also plans to review with SBA the possibility of
expanding the agency's SBIR program and intends to pursue
outreach and other efforts with SBA to encourage small minority
and disadvantaged business in AID research programs and in the
SBIR in general.

We believe that these changes will serve to bring the agency
into full compliance with the requirements of the legislation.
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ADVANCE COMMENTS FROM THE

SMITHSONIAN INSTITUTION

SMN"IfSSIAN N tNs Uin '(TrN

1t, jh,-yon,( 2 560
CS.

August 7, 1985

Mk-. William J. Anderson
Director, General Goverment Division
United States General Accounting Office
Washington, D.C. 20548

Dear Mr. Anderscns

Thank you for your letter of June 26, 1985, giving us the opportunity to
read and cment on your draft report on "Implementing the qm 1 Busineas
Innovation Development Act."

The Smithsonian is a unique educational organization that is supported by
both private and public funds. Althoq* the Smithsonian is not a "federal
agMncy", as defined by the -Smll Business Innovation Development Act, it is
Instltutlon policy to suppcrt such program if they can be applied to our activ-
ities. However, in the case of the non-Small Business Innovation Research
(SEIR) procurement progr that are required by act, I do not see a reasonable
application to the Saithsonian.

While the Smithsonian's total "R, R & D" budget obligations technically
exceed the lower threehhold figure of $20 million set forth by the SBIR program,
the Institution's extramural expenditures represent an infinitesimal portion of
that amout. (Our research is performed almost entirely in-house, drawing on
our extemive museum collections and related materials). For example, a review
of all FY 83 prime contracts shows only two contracts, totalling $43 thousand,
which even remotely relate to the general thrust of the SBIR policy. (These
contracts cover the electronic prospecting for ruins in the Middle East for our
Conservation Analytical Laboratory and an archeological survey and excavation in
the Amazon region for the National Miseum of Natural History). Should these
avn qualify generically, they represent about 7/100 of 1% of our total obliga-
tions, oertainly not a viable figure from which to formulate a goal.

I believe that your report on the act would serve a useful purpose to orga-
nizations such as the Smithsonian, if you reo nd that the Ccrzrees reassess
the requiremeta for reprting under the act. The need to establish non-MR
research funding goals for mull businesses should be based on research per-
formed by outside parties (extramial research), rather than annual research
tWndi1.
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APPENDIX XXII APPENDIX XXII

ADVANCE COMMENTS FROM THE

SMITHSONIAN INSTITUTION

Nevertheless, we win continue to reprt our nc-SBIR goals to the
Business Administration as required by the act. We will also assure that future
repts n the program to CM and SM are consistent.

Sincerely yours,

Dean W. Anderson
Actinig Secretary
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ADVANCE COMMENTS FROM THE

TENNESSEE VALLEY AUTHORITY

TENNIESSEE VALLEY AUTHORITY
KNOXVILLE. TENNESSEE 37902

OFFICE OF THE BOARD OF DIRECTORS

7 -

Mr. J. Dexter Peach, Director

United States General Accounting Office

Washington, D.C. 20548

Dear Mr. Peach:

Thank you for your June 26 letter and the opportunity to review
your proposed report on the first two years of Federal agencies'
implementation of the Small Business Innovation Development Act
of 1982 (Public Law 97-219). We have reviewed the proposed report

and have no comments.

We will continue to work diligently for the success and full
implementation of the provisions of Public Law 97-219.

Sincerely,

H. Dean, Jr. /
Chairman

Ar Eqal Oppo'tiuy tmpioyev
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ADVANCE COMMENTS FROM THE

VETERANS ADMINISTRATION

Office of the Washingion DC 20420
Administrator
of Veterans Affairs

SVeterans
Administration

AUG 12 2
Mr. Richard L. Fogel
Director, Human Resources Division
U.S. General Accounting Office
Washington, DC 20548

Dear Mr. Fogel:

Your 3une 26, 1985 draft report "Implementing the Small Business Innovation
Development Act - the First 2 Years" has been reviewed. The General Accounting
Office (GAO) recommends that I:

-Instruct appropriate Veterans Administration (VA) officials to
establish goals early in the fiscal year and make such goals known to
officials responsible for awarding external research and development
(R&D) funds.

-Submit to the Small Business Administration (SBA) data for Fiscal
Years 1983 and 1984 regarding non-Small Business Innovation
Research (SBIR) goals, in accordance with the requirements
contained in the Small Business Innovation Development Act (the
Act) of 1982 and SBA's policy directive.

Sections 4(h) and (i) of the Act require all federal agencies which have a "budget
for research or research and development in excess of $20,000,000 for any fiscal
year beginning with fiscal year 1983 ... (to) establish goals specifically for funding
agreements for research or research and development to small business concerns..."
(Section h), and to submit an annual report to SBA of its research and development
awards in excess of $10,000 (Section i). To date, this Agency's compliance with the
Act has been limited because the VA believed it was exempt from the Act, based
on a misreading that the $20,000,000 figure referred only to extramural R&D
funds. However, the VA did provide figures to the SBA for our 1983 budget.

We will comply with the applicable requirements of the Act in the future, and will
furnish R&D budget and procurement information to the SBA as soon as it is
available from the Federal Procurement Data Center. Fiscal Year (FY) 1986 small
business R&D goals will be furnished in accordance with SBA's timetable.

Our R&D program is essentially an internal one, in which clinician-investigators
conduct studies at 129 VA medical centers, supported by the Department of
Medicine and Surgery (DM&S). While our FY 1984 research budget exceeded $190
million, the extramural expenditures totaled only $3.2 million, which was obligated
with universities, nonprofit institutions, and private sector firms. The extramural
expenditures obligated with private sector firms are a very small portion of the
total. As we view it, only the expenditures to private sector firms fall within the
purview of the Act, as applied to the VA.
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ADVANCE COMMENTS FROM THE

VETERANS ADMINISTRATION

2.

Mr. Richard L. Fogel

Within DM&S there are no VA extramural solicitations for research other than in
the Rehabilitative Research and Development Service (RR&D). That Service
contracts for R&D support for special facilities or services for special purposes.
Most of these contracts are for support of nonrecurring statistical or technical
analyses of a biomedical problem and fabrication of prosthetic devices, usually
utilizing the resources of an academic institution. In FY 1981, the most recent
year for which individual contract records were readily available, RR&D Service
had 35 R&D contracts; 27 of these were with academic institutions. The remaining
R&D contracts were divided evenly between not-for-profit and private
organizations.

All VA medical research involving patients must be reviewed and approved by a VA
medical center's R&D Committee and the Human Studies Subcommittee. This
research includes all R&D activities of VA staff, all R&D carried out at VA
facilities, all R&D involving VA patients, and all R&D supported by VA resources.

Approximately 80 percent of the 6,000 researchers within the VA are VA staff who
are primarily patient care providers; the remainder are nonpatient-care basic
scientists on the staffs of VA medical centers. In the course of caring for veteran
patients, they frequently encounter problems in the delivery of medical care which
require systematic study and, as a result, they generate research proposals. Hence,
most VA R&D is investigator-initiated and is not centrally directed, formulated, or
conducted. Almost all research within the VA is performed as a responsibility of
the local VA medical centers.

There is a small amount of funds obligated annually by the Office of Construction
for research and development in the field of building technology. There are no
funds specifically appropriated for research and development activities. In FY
1985, less than $500,000 is planned for Office of Construction research and
development expenditure.

Sincerely,

HARY .CALTE/tfl~ sw o

Administrator

(005707)
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